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WALTER J. HICKEL, GOVERNOR

P.O. BOX 110200

JUNEAU, ALASKA 89811-0200
PHONE:  (907) 485-2200
FAX: {607 465-2135

December 18, 1992 .

The Honorable Walter J. Hickel
Governor of Alaska

P.0O. Box 110001

Juneau, AK 99811-0001

Dear Governor Hickel:

It is my pleasure to submit to you the Annual Report of the Alagka Public Empioyees
Retirement System (PERS) and Teachers’ Retirement Systemn (TRS). :

This report shows the financial condition of both the PERS and TRS funds as of June 30,
1992. 1t has been prepared on the basis of standards set forth by the Governmental
Accounting Standards Board and Financial Accounting Standards Board and is submitied
in accordance with the requirements of Alaska Statutes 39 35, 020(5) {PERS) and

14.25.030(4) (TRS).
incerely, _
. ol

Nancy Bear Usera
Commissioner

NBUAz _
19/6/AFR22GOV.PM4
Enclosure
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WALTER J. HICKEL, GOVERNOR
PLEASE REPLY TO:

1 PO.BOX {10202
JUNEALU, AR 32571-0203

PHONE:  (807) 465-448C

DEPARTMENT OF ADMINISTRATION FAX: _ (507) 465-3085

T 701 EAST TUDCR RD, SUITE 240
ANCHORAGE, AK 995037445
PHONE:  (307) 563-5885
DIVISION OF RETIREMENT AND BENEFITS  ; FAX: (G07) 561-6048

December 18, 1992

Commissioner Nancy Bear Usera
~ Department of Administration
P. O. Box 110200
Juneau, AK 99811-0200

Dear Commissioner Usera:

The component unit annual financial report of the Public Employees’ and Teachers’ Retirement Systems
(Systems) for the fiscal year ended June 30, 1992, is hereby supmitted. Responsibility for both the accuracy of
the dala and the completeness and faimess of the presentation, including all disclosures, rests with the
management of the Systems. To the best of my knowledge and belisf, the enclosed data are accurate in all
material respects and are reported in a manner designed to present {airly the financial position and results of
operations of the Systems. All disclosures necessaty to enable the reader to gain an understandmg of the
Systems’ financial activities have been inciuded.

In addition to the introductory section, the report contains twe components. one for the Public Employees’
Retirement System (PERS) and the otherforthe Teachers’ Retirement System {TRS}. Eachofthese components
contains a financial section, an actuarial section, an investment section and a statistical section. The introductory
section includes this fransmiital letter, along with information about the administraiive organization and consulting
services utilized by the Systems. The financial section of each component includes the independent auditors’
report, the financial slatements of the System and the required supplementary fi nancial information. The actuarial
section.of each component contains the results of the jatest actuarial vaiuation. The investment section of each
component contains a review of investment activity for the fiscal year. Each component aiso contains a statistical
section which includes statistical tables of significant data pertaining to each System.

The Alaska State Legislature established the TRS, a cost sharing, multiple employer retirement system, on July
1, 1955, and the PERS, an agent, multiple employer retirement system,.on January 1, 1961 to attract and retain
qualified people into public service smployment. The Systems currently provide service, disability, and survivor
retirement beriefits, as well as a health care plan.

Number of patticipating employers' 150 - 145 143 62 62 _ 60
Nimber of active members 30,721 29840 29,086 9,238 8,903 8,586
Number of retired members 8,704 8,358 7.265 3,602 3,544 - 3,184
Average Annual Retirement : S
Benefit $12,200 $12,456 $11,628  $24,000 $23,160  $22,236
.Average Annuai Retiree - _ . .
Medical Premium $2723 $2928 $2920 $2723 3 2,928 $ 2,890

- The Systems are considered a component unit of the State of Aiaska for financial reporting purposes and are
included in the comprehensive annual financial report of the State.

1

02-BdiH Note: Please Include Your Soclal Securty Number In Alf Carrespondence and Reguests Concerning Your Benefits. r_ B T T I T T R




Commissioner Nancy Bear Usera T December 18, 1892

MAJOR INITIATIVES
For the Year

Eli'gib!e retirees of the Systems received an automatic Post Retirement Pension Adjustment (PRPA) effective
July 1, 1991 dueto an increase of 7.2% in ihe Anchorage consumer price index {CPI) during 1980.

Chapter 31, SLA 1992, established the Alaska State Pension Investment Board in the Depariment of Revenue.
The purpose of the board is to provide prudent and productive management and investment of the pension funds.
Chapter 24, SLA 1992, removad the deadline for PERS members to claim their Alaska Bureau of Indian Affairs
(BIA) service. It also allows members to claim their BIA service even though they may be eligible for a federal
benefit. However, PERS bengfits for service under this provision will be reduced when members are sligible for
federal pensions for their BIA service. o

The Systems’ actuary, William M. Mercer, Inc., completed a Study of Actuarial Assumptions in Ociober 1991
which proposed a revised set of valuation assumptions using the actual experience of the Systems during the five
year period 1886-1990. The analysis resulted in revisions to the assumptions for the investment return {PERS
only}, the future health premium frend; morality, turnover, dgigabitity, retirement and the percentage of benefit
recipients expected to remain in Alaska. :

* Asin past years, we continue to focus our attention on services to the members. During the year, staff members
counseled atotal of 2,434 members on 23 field trips throughout the State and 12,974 more members that visited
our offices. The staffaiso responded to over 25,000 pieces of correspondence and more than 85,0600 phone calis.
In addition, the Systems' auditor completad 65 audits during 16 field trips.

For the Fuiure

The largest project currently underway is the procurement of a new, maore technologically advanced data
processing system. The overall goal of the project is to improve productivity, responsiveness, flexibility,
functionality and effectiveness while minimizing operating expenses and staff growth rate and thereby enhancing
service to our membership. Our goal is to select a proposer and begin work by February 1993.

A new telephone system should be implementéd' at the division's main office in Junsau by December 31, 1992
Members should encounter faster service when calling. This system also includes a voice mait teature, providing
members with the ability {o leave & detailed message for staff members.

FINANCIAL INFORMATION
Accounting System and Reports

The Report has been prepared in accordance with generally accepled accounting principles as pronounced by
the Financial Accounting Standards Board (FASB), the Government Accounting Standards Board (GASB} and
the American Institute of Certified Public Accountanis. The financial statements are presented in accordance with
FASB Statement No. 35, Accounting and Reporting by Defined Benefit Pension Plans. The notesiofinancial

statements are presented in accordance with GASB Statement No. 5, Disclosure of Pension Information by
Public Employee Retirement Systems and Staie and Local Governmental Employers.

The accrual basis of accounting is used in recording financial transactions. Revenues are recognized in the
dccaunting period in which they are earned and become measurable without regard to the date of collection.
Expenses are recorded when the corresponding liabilities are incurred, regardless of when payment is made.
Contributions to the Systems are based on the principles of level cost funding with current setvice financed on
a current basis and unfunded prior service amortized over d twenty five year period.

Management of the Systems is responsible for establishing and maintaining an internal conirol structure desighed
to ehsure that the assets of the Systems are protected from loss, theit or misuse and to ensure that adequate
accounting data are compiled to allow for the preparation of financial statements in conformity with generally
accepted accounting prificiples. The internal control structure is designed to provide reasonable assurance that
these objectives are met. ' '

2




Commissioner Nancy Bear Usera ' -3- December 18, 1992

Assels

At June 30, 1992, the market value of PERS net assets totalled $3,454,104,000 and those of the TRS totalled
$2,031,938,000. This was an increase of 14.5% for PERS and 11.4% for TRS aver the prior year.

Revenues

Funding for the Systems’ benefits is provided through investment income and the collection of empioyer and
employee contributions. The revenue sources forthe years ended June 30, 1982 and 1991 are shown as follows!

Employee Contributions $77.7 %765 % 1.2 1.6% $443 %401  $42 105%

Empioyer Contributions 1492 1324  16.8 12.7% 571 58.0 (8) {(1.6)%
investment Income 311 2021 1590 787% 2129 1228 901  73.4%
Total $588.0 $411.0 $177.0 431% $3143 $2208 $034  423%
Expenses

The primary expense of a retirement system is the payment of benefits. These recurring benefit payments, along
with refunds of contributions to terminated employees and the cost of administering the Systems comprise the
total expenses of the Systems. The expenses for the years 1992 and 1991 are reflected bslow:

Beneﬁts $131.5 $123.0 $85 6.9% $98.8 $95.1 $3.7 3.9%
Refunds 119 120 (1) (8)% 26 35 (9 (25.7)%
Administration ) 8.0 50 3.0 B0.0% 56 40 16  40.0%
Total $151.4 $1400 $11.4  B8.1% $107.0 $1026 $44  4.3%
Investments

For fiscal year 1992, the Funds achieved rates of return significantly above the long-term rate assumptions of
the Funds’ actuary. PERS earned a rate of return of 11.6% while TRS achieved 11.4%. The variation in the
rates of return between the two funds is due to differences in asset allocation. Both rates compare favorably
to the actuarial rates of 8.75% and 9.0% for PERS and TRS respectively.

Of the Funds’ major asset classes, marketable debt securities provided the highestrate of return, yielding a total
returnof 15.1%forboth PERS and TRS. Thisis.9% sbove a standard industry benchmarkindex returnof14.2%.
These securiies are managed in-house by investment professionals within the Treasury Division of the
Department of Revenue.




Commissioner Naricy Bear Usera -4- . Décamber 18, 1982
Following the return of debt securities was doriestic equities (12% PERS and TRS)and international equities (7%
PERS, 7.1% TRS). Real estate-aquity invastments and miorgage loghs, toth 6f which were purchased prior o
1987, had negative rates of return. Realestatevquities returtied a negative 12. 7% for PERS and anegative 13.0%
for TRS while PERS maitgage loans tetirnéd a negative 11.2% and TRSa negative 11.0%. However, these
negative returns had a low impact-o the Fiihds as a whole because ey comprise only 6% of the total PERS
assets and 7% of TRS assets. '

Funding

Thehboitom line for a retirement syétéimis its tevetot fuhding. Funds afe Accumulated from theexcess of reverues
over expenses in ofder to meet current and futuré benefit obligations. The percentage computed by dividing the
valuation assets by the accrued liabilities is generally referred 1o as the “furiding rafio”. This ratio provides.an
indication ofthe fundingstatus ofthe Systems on agoing-concerhbasis and generally, the greater this perceritage.
the stronger the system. The highat the level of funding, the larger the ratio of assets accumiiated and the greater

the level of investmentincome poteritial. A highlevelof fiinding gives the members a greater degree of assurance
that pension benefits are secure.

improving funding levels, theraby assuring the fnembers of a financially, sound refiremient system. The current
funding ratio, as of June 30, 1991, is 88.1% for PERS and 85.7% for TRS.

Although the historical level of funding for the Systems is good, constant effort will contifue {0 be directed at

PROFESSIONAL SERVICES

Professionalconsultants are hiredto performservices sseritialtothia efficientoperation of the Systems. Actuarial

services are provided by William M. Mercer, Incorporated. The antiual financial audit of the Sysiems was

conducted by the accounting firm of KPMG Peat Marwick. The Systérns mvestment funiction is managed by the

Alaska Department of Revenue, Division of Treasuty. ' o :
ACKNOWLEDGEMENTS

The compitation of this report reflects the combined effort of the Systems’ statf. It is intended to pravide complete

and reliable information as a basis for making management decisions, asa means of determining compliance with

legal provisions, and as a means for determining résponsible stewardship for the assels contributed by the

members and their employers. _

‘The report is being malled to all employer members of il"}é Systerns, They formthe fink between the Systems and
the membership, Their cooperation contributes significantly to the success of the Systems. Hopeiully, the
employers and their employees will find this report both informative arid helpful.

Fwould like fo take this opporiunity to express my g'raiitudé__'to the staff and to thé many peaple who have worked
so diligently to assure thé successful operation of the Systems. :

Réspebifully submitted,

Rébeft F. Stalnaker
Dirgctor

RFSnz
19/6/AFRS2ILT PM4
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1G Peat Marwick

Certified Publib Accountants

801 West Fitth Avenue
Suite 700
Anchorage, AK 9593501-2258

In ndent Auditors’ 8

Division of Retirement and Benefits and
Members of the Alaska Public Employees’ Retirement Board
State of Alagka Public Employees’ Retirement System:

We have audited the accompanying statement of net assets available for plan benefits of the State of
Alaska Public Employees’ Retirement System as of June 30, 1992, and the related statement of changes
in net asseis available for plan benefits for the year then ended. These financial statements are the
responsibility of the Plan’s management. Our responsibility is to express an opinion on these financial
statements based on our audit. The financial statements of the State of Alaska Public Employees’
‘Retirement System as of June 30, 1991 were audited by other auditors whose report thereon dated
September 14, 1921 expressed an unqualified opinion on those statements.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit 1o obtain reasonable assurance about whether the financial
staiements are free of matarial misstaiement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the 1992 financial statements referred to above present fairly, in all material respects, the
net assets available for plan benefits of the State of Alaska Public Employees’ Retirement System as of
June 30, 1992, and the related statement of changes in net assets available for plan benetits for the year
then ended in conformity with generally accepied accounting principles.

Our audit for the year ended June 30, 1992 was made for the purpose of forming an opinion on the basic
financial statements taken as a whole. The supplementary information included in Schedules 1 and 2 for
the year ended June 30, 1892, is presented for purposes of additionat analysis and is not a required part
of the basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, is fairy stated in all material respects in
relation to the basic financial siatements taken as a whole for the year ended June 30, 1992.

The report of the other auditors referred to above, dated September 14, 1991, stated that they applied
certain limited procedures to the suppiementary information for the years ended Jung 30, 1891 and prior,
included in Schedules 1 and2. However, they did not audit this information and expressed no opinion on
it.

KPmes  Feat Mook,

September 17,1992

¢
o .
ez .af;i‘ﬁ SREVRES Klynveld Peal Manvick Goardeler




Assets: _

Investments, at fair value:
United States Government debt
Federal agency debt
Mortgage backed federal securities
Corporate bonds, notes and debentures
Domestic equity pool
International equity pool
Real estate equities

Total investments

Loans and mongages, at fair market value in 1892
and cost in 1981, net of allowance for loan
losses of $14,580 in 1992 and $4,851 in 1921

Receivables:
Contributions
‘Retirement incentive program
“Accrued interest and dividends
Total receivables

Due from General Fund
Cash and cash equivalents
Total assets

Liabilities: _
Accrued expenses

Due to General Fund
' Total fiabilities

Net assets available for plan benefits

$ B04,158
57,766
5,848
852,468
1,268,970
187,632
118,049
3,322.891

$ 3,454,104

See accompanying notes to financial statements.
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779,480

590,11
1,165,967
176,812
134,468
2846018

—-89.085

12313
15,003

29.711
57,027

—elia

1,386
28,147
3.022.543

5,002

— 5002

3,017,541




Additions:

tnvestment income:
Net (depreciation) appreciation in fair value of
investments
interest
Dividends
Net realized gains on sales o
Total investment income hefore provision
for losses on loans and mortgages

Provigion for losses on loans and mortgages
 Net investmeant income

Contributions:
State of Alaska and other employers
Employees
Hetirement incentive program:
State of Alaska and other employers
Employess
- Total contributions

Total additions
Deductions:
Benafits paid:
Retirement
Medical
Tatal benefits paid
Befunds to terminated employees
Administrative expenses
Total deductions
Net increase
Net assets available for plan benefits at beginning of year

Net assets avaitabie for plan benefits at end of year

$ 88,189
138,538
47,477

—. 96658

370,862
{9.739)

— 361,123
147,961
77,602

1,231

108,360

23,120

131,480

11,801

8048

151.426
436,563

3.017.541

- $3,454,104

See accompanying nofes to financial statements.

i1

(823)
120,804
49,422
22323

200,726

— 1339
202,065

116,404
75,767

15,998
— 719
—-208.688

- 4100933

89,651
122,983
11,965

—_019
—130.967

270,986

2,746 555
3,017,541
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Description

The following brief description of the State of Alaska Public Employéss’ Retirement System (Plan) is
provided for general information purposes only. Participants should refer to the Plan agréemeént for
more complete information.

General

The Plan s the administrator of a defined benefit, agent multiple-employet public empioyee retirement
system established and administered by the State of Alaska (State) 1o provide pension benefits for
eligible State emiployees and employees of its local governments. Benefit and contribution provisions
are established by State law and may be amended only by the State Legisiature. The Planis considéred
a part of the State financial reporting entity and is included in the State’s financial reports as a pension
trust fund. At June 30, 1992, the number of participating local government employers was:

Muinicipalities 78

- School districts 51
Other ' ' 21
Total employers ' 150

Inclusion in the Plan is a condition of employment for eligii:.le State e_mpidyees except, as otherwise
provided, for judges and elected officers. - Any local governmient in the State may elect o have its

permanent general, police and fire department employees sovered by the Plan. AtJune 30,1891, Pian

membership consisted of:

Retiress and beneficiaries currently receiving
benefits and terminated employses entitled

to future benefits - 11373
Current employees: _
General - 27,307
Palice and fire 2,533
29 840
_ - 41,213
Current employees: :
Vested: _ _
Géneral : 14,234
Palice and fire 1,785
Nonvested: '
General _ ' 13,073
Police and fire : ' : _ 738

29,840

_ {Continued}
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Pension Benefits

Employees hired prior 1o July 1, 1986 with five or more paid-up years of credited service are entitied
to monthly pension benefits beginning at normal retirement age, fifty-five, or early retirement at age
_fifty. Foremployees hired after June 30, 1986, the normal and early retirement ages are sixty and fifty-
five, respectively. Employees with thirty or more years of credited service (twenty years for peace
officers and firemen) may retire at any age and receive a normal benefit.

The normal monthly pension benefit is based on years of service and average monthly compensation.
The average monthly compensation is based upon the employee’s three highest, consecutive years
salaries.

The benefit related to all years of service earned prior to July 1, 1986 and for years of service through
a total of ten years for general employees is equal to 2% of the employee’s average monthly
compensation for each year of service. The benefit for over ten years of service subsequent to June
30, 1986 is equalio 2-1/4% of the employee’s average monthly compensation for the second ten years
and 2-1/2% for all remaining years of service. For police and fire empioyees, the benefit for years of
service through a total of ten years is egual to 2% of the employee’s average monthly compensation
and 2-1/2% for ail remaining years of service.

Minimum benefits for employees eiigible for retirement are $25 per month for each year of credited
SEIVice.

Married employees must receive their benefits in the form of & joint and survivor annuity unless their
spouses consent to another form ot benefit or another person is eligible for benefits under a qualified
domastic relations order.

When pension benefits begin, major medical benefits are provided without cost to (1) all empioyees
first hiredbefore July 1, 1986 and (2) employees who are disabled or age sixty-five orolder, regardiess

oftheirinitial hire dates Employees first hired after June 30, 1986 may receive major medical benefits
prior 1o age sixty-five by paying premiums.

- (Continued)

13




{2)

Death Benefits

If an active employee dies from occupational or nonacoupdtional causes, the spouse may receive a
monthly pension equal to 40% of the employee’s salary. When death is due 1o occupational causes

. andthereis no surviving spouse, the employee’s dependent child{ren) may receive the monthiy pension

uniil théy are no longer dependents. The amount of the Sceupational death pension changes on the

date the employee’s normal retirement would have oéetirred if the smployee had ived. The new bensfit
is based on the employée’s average morithly compénsation at the time of death and the credited
service, including service that would have accrued if the mployee had lived and continued to work until
normal retirement. ' '

Disability Benefits

Active employees who becorrie permanently disabled due to occupational or nohoccupational causes
receive disability benefits until normal retirement age.  Although there i$ no minirum service

~ requirements for empioyees to be eligible for occupational disability, employees must be vested to

receive nonoccupational disability benefits. The monthly disability benefit is equal t© 40% of the
employee’s salary atthetime of the disability. At normai retirement age thie disabled émployees begin
receiving normal retirement benefiis. -

Eifect of Plan Termination

Should the Plan terminate at some future time, its net assets generally will not be available on a pro

~ ratabasis to provide participant benefits. Whether a particular participant’s accumulated Plan benefits

will be paid depends on the priority ofthose benefits at thattime. Some t_aén‘eﬁt's may be fully or partially
provided for by the then existing assets while other benefits may not be provided for at all.

Summary of Sighificant Accounting Policies

Basis of Accounting

The Plan’s financial statements are prepared using the acGrual basis of accounting.
Valuation of Investments |

Security transactions and any restilting gains or losges are accounted forona trade date {ownership}
basis.

investments, other than real estate equities and loans and _rrrori"gages, are carried at market value to

 reflect their asset values as determined by the last quoted market price at June 30, 1992 and 1991

(Continued)
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Real estate equities are stated at estimated market value as determined by the independent
management of the investment accounts. These investments do not have a readily available market
and generally represent long-term investments. '

* Loans and morgages are serviced by the institution from which the loan is purchased.

At June 30, 1992, loans and mortgages are stated at estimated market value determined by adjusting
_ purchase yields to the current secondary mortgage market conditions established by the Morigage
Guaranty Investment Corporation. At June 30, 1991, loans and mortgages are stated at cost. Due
1o the immaterial effect on the financial statements as a whole, a prior period adjustment to correct the
valuation of loans and mortgages at June 30, 1991 has not been made. Instead, the accumulated
unrealized net gains and losses from past years have been recognized at June 30, 1992. The following
summarizes the total net unrealized gain at June 30, 1992 (000's omitted):

Net unrealized gain, June 30, 1992 $ 4,088
Net unrealized gain, from prior years 4.574
o $ 8,662

Historically, management of the loans and mortgages portiolio has provided an estimated allowance
forloan losses to provide for potential credit losses. Factors considered by management in developing
the allowance for loan losses include delinquency levels, historical charge-offs and the aging of the
portiolio. During 1992, management elected to offer the loan portiolio for sale, and has recorded the
amount above to reflect the portiolio’s net realizable value.

Loans and morgages include approximately $12,150,000 and $12,384,000 for 1892 and 1991,
respectively, of other real estate owned. Other real estate owned represents properties on which the
Plan has foreclosed and is helding with the intent to resell. :

(Continued)
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The mveslment activity of all common stocks was cohsslidated Ocisbier 1, 1987 with the commoct
stocks of other State funds to form a dofniastic quity pool. The dctivily andithe Juné 30, 1992 and 1994
balances of this domestic equily pool are accounted for ori a uhit-aceouniting basis. Alf income and
realized and unrealized gains are allocated mornthy to. each participating peol on apro | rata ownership
basis. All income sarned is included in dividend income. At June 30, 1992 and 1991, the Plan’s
invastment in the domestic equity pool is comprised of the fallowing (000’s omitted):

1993 1891

‘Domestic equity pool $1,204,110 1,162,408
Interest and dividends recgivable 3,087 - 3,369
Cash and cash équivalents _ gg,gzg . 200

$1,296,970 970 ) 1,165,967

The international equity pool at June 30, 1992 arid 1991 is comprised of the following (000’s omitted):

1992 1991

International equity pool _ ' $ 171,817 164,114
Cash and cash equivalents S 15815 12698
$ 187 632 176,812

Cash and Cash Equivalenis

Cash and cash equivalents at June 30, 1092 ahd 1991 are comprised of the (000’s omitted):

1992 1991

Repurchase agreement $ - 26,300
Investment maturities in ranst 1,984 1,825
[Interest-bearing deposits _._..8o54 22
§ 10248 28,147

{Continued)
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Comtributions Receivable

Contributions from employees and employers for service through June 30 are accrued. These
contributions are considered tully collectible and, accordingly, no allowance for uncollectible receiv-
ables is reflecied in the financiat statements.

Accrued Interest and Dividends

Accrued interast and dividends represent amounts earned but not yet received as of June 30. These
amounts are considered fully collectibie and, accardingly, no allowance for uncoliectible receivables
has been reflected inthe financial statements. Accrued intereston loans and mortgages is not recorded
until received. - : '
Investments

To provide an indication of the level of credit risk assumed by the Plan at June 30, 1992, the Plan’s
deposits and investments are categorized as follows:

Daposits

Category 1 - Insured or collateralized with securities held by the State or its custodian in the
State’s name.

Category. 2 - Collateralized with securities held by the pledging financial institution’s trust
department or custodian in the State’s name.

Category 3 - Uncollateralized.
Investments

Category 1 - Insured or registered for which the securities are held by the State or its cusfodian
in the State's name.

Categorty 2 - Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust departiment or agent in the State's name.

{Continued)
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Category 3 - Uninsured and unregistered investments for which the securities are h_e!d by the
broker’s or dealsr’s trust depariment or agent but not in the State’s name (000's omitted):

Depasits - cash

Investments: .
United States Government debt
Federal agency debt

1

$ 10,248

804,158
57,766

Mortgage backed tederal securities 5,848

Comorate bonds, notes and

debentures '
Domestic equity pool
International equity pool
Real estats equities

852,468
1,296,970
187,632
—.118.049

Category
2 3

Market
value
and
carrying
value

10,248

804,158
57.766
5848

- 852,468
1,296,970
187,632
118.049

3,333,139

During 1992 and 1891, the Plan’s investments (including investments bought, sold, as well as held
during the year) appreciated {(depreciated) in value as foliows (000’s omitted):

United States Government debt

Federal agency debt

Mortgage backed federal securities
Corporate bonds, notes and debentures
Domestic equity pool

Internationatl equity pool

Real estate equities

Loans and morigages

18

- 1992

$ 21,819
1,130

87
40,248
33,673
4,592
(22,022)
_(1.077}

$ 78.450

1891
3,952

2,399
42,269
(23,004)
(26,349)

(Continued)




The cost, market and carrying values ofthe Plan's investments at June 30, 1982 and 1831 are as follows
- {000's omitted): '

1992:

United States Government debit
Federal agency deht

Mortgage backed federal securities
Corporate bonds; notes and debentures

" Domestic squity poo! -

1991: - :
‘United States Government debt

international equity pool

Real estate equities

Loans and mortgages, net of aflowance for loan
losses of $14,590

Corporate bonds, notes and debentures
Domestic equity pool
Iniernational equity pool

. Real estate equities

Loans and mortgages, net of allowance for loan
losses of $4,851

o Carrying

§ 715943 804158 804,158
56,636 57,766 57,766
5,762 5848 5,848 .
803,736 . 852468 852,468
1,125674  1,296.970 1,296,970
101,441 187,632 187,632
152,285 118,042 118,049
67.575 76.236 __76.236
$3,119,052 3,399,127 3,399,127
712,544 779480 779,480
581,707 590,191 590,191
1028345 1,185,967 1,165,967
185,214 176812 176812
146,681 . 134,468 134,468
89.065 93.644 __ 80065

$ 2,743,556 2,935,983

2,940,562

State of Alaska treasury investment policy requires that securities underlying repurchase agreements
must have a minimum market value of 102% of the cost of the repurchase agreement.

The Commissioner of Revenue has the statutory authority to invest the moneys of the Plan. This
authority is delegated to investment officers of the Division of Treasury of the Department of Revenue.
Alaska Statute provides for the investment in United States treasury or agency securities; corporate
debt securities; preferred and common stock; commercial paper; securities of foreign governments,
agencies and corporations; fareign time deposits; gold bullion; futures contracts for the purpose of .
' hedging; real estate investment trusts; deposits within Alaska savings and loans and mutual savings
banks; deposits with state and national banks in Alaska; guaranteed loans; notes collateralized by
mortgages; certificates of deposit and banker's acceptances. :

19
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Funding Status and Progress

The amount showr below as “persion berefit obhgairon “whichisthe actuarial present value otcredited
projected benefits, is a staridardized disclosure measure of the present value of pension benefits,
adjusted for the effects of projected salary increases, estimated fo be payable inthe future as a resul It
of employes service to date. This measure is intended to help usérs assess the Plan’s funding status
on a going-concern basis, assess progress made inaccumulating sufficient assets to pay benefits when

due, and make comparisons amang plans. Themeasureis. mdependent ofthe actuariatfunding method

used to determme contributions to the Plan, discussed in note 5 below.

Thepensionbe nem obligation is determined by William M. Mercer, Incorporated and is that amount thai
results from applying actuarial assumptions to adjus! the accumutated bensfits. to reflact the fime vaiue
of money (through discounts for interest) and the probability ofpayment (by means of decrements such

.as for death, disability, withdrawal, or retirement) between the valuation date and the expected date o

payment. The significant actuarial assumptlons used in the valuaiacns as of June 30, 1991 are as

_1oliows

a. ° Actuarial cost method - projected unit credit, unfunded accrued benefit fiability amortized !
over twenty-five years, funding surplus amortized over five years.

b.  Mortality basis - 1984 Unisex Pension Mortality Tabie set forward one year for male and.
police/fire members, and set backward four years ior females.

G. Retirement age - relirement rates based on actual experience.
d.  Discount rate - 8.75% per annum, compounded annually, net of investmert expenses.

e.  Health cost inflation:

~ Year Pet annumy
1892 12.5%
1993 _ - 1.5
1984 10.5
1995 o 9.5
1996 _ 85
1997 and thereafter 75

(Continued)

20




Salary scale - increase of 6.5% for the first five years of emp[oymem and 5.5% per year
thersafter.

Cosiof llvmg allowance {domicile in Alaska} - 71% oﬁhose receiving benefits will be gligible
to receive thé cost of living allowance.

Contribution refunds - 100% of those empioyees terminating after age thirty-five with five
or more years of service wilt leave their contributions in the fund and thereby retain their
deferred vested benefit. All others who terminate are assumed to have their contributions
refunded.

Asset valuation - five-year average ratio of actuarial and book values of the Plan assets.
The actuarial value of the assets equals the market value of the Plan’s assets, except that
fixed income investments are carried at book value. Valuation assets cannot be outside
of the range of book and actuarial values. '

Turnover and disability assumptions are based upon actual historical occurrence rates of the
Plan. The foregoing actuarial assumptions are based on the presumption that the Plan will
continue. Were the Plan to terminate, different actuarial assumptions and other factars might be
applicable in determining the actuariai present value of accumulated benefits.

At June 30, 1991, the unfunded pension benefit obligation was $321.8 million, as follows (in millions):

MNet assets available for benefits as of June 30, 1891, at market $3.0175

Pension benefit obligation:

Retirees and beneficiaries currently receiving benefits and

terminated employees not yet receiving benefits 1,621.6
Current employees:

Accumulated employee contributions

including allocated investment income 417.0
Employer-financed, vested 1,163.0
Employer-financed, nonvested — 1073

Totai pension benefit _

obligation as of June 30, 1981 33391

Unfunded pension benefit
obligation as of June 30, 1891 $ 3218

Due to changes inthe mortality basis, discount rate, health costinflation rate and cost of living allowance
actuarial assumptions, the pension benefit obligation at June 30, 1981 decreased $5.084 million.

{Continued)
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Contributions

Employee Contributions

Priorto January 1, 1987, employees contributed 4.25% of their compensation, except for peace officers
and firemen, who contribited 5% of their compensation to the Plan. Effective January 1, 1987,
contribution rates increased to 7.5% for peace officers and firemen and 6.75% for other employees, as
required by statute. The employee contributions are deducted before federal income tax is withheid.
Contributions are collécted by employers and remitted 16 the Plan. Present smployee accumulated
contributions at June 30, 1992 and 1991 were $593,574,000 and $497,789,000, respectively.
Employee contributions earn interast at the rate of 4.5% pér anfiunt, compounded semiannually.

Employer Contributions

- The Plan's funding policy provides for periodic smployer contributions at actuarially determined rates

that, expressed as percentages of anriual covered payroll, are sufficient to accurulate sufficient assets

{0 pay benefits when due. Employer contribution rates are level percemtages of payroll and are

determined using the projecied unit credit actuarial funding method. The Plan aiso uses the level

“percentageof payroll method fo amortize the unfunded liability over a twenty-five year period. Funding

surpluses are amortized over five years. :

Contributions made in accordance with actuarially determined contribution requirements determined
through actuarial valuations consist of the following (000’s omitted):

1992 - 1991

State and other: ' '
Employer ' $147.961 118,404
Employee ' —77.602 75767
L 3225,553 192,171
Normal cost _ 180,617 = 166,074

Amortization of unfunded actuarial o

-accrued fiability ' _ 34,946 —26.037
$225563 = 192,171

Actuarial vatuations for 1992 and 1991 were performed as of June 30, 1991 and 1990, respectively.

{Continued)
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Significant actuarial assumptions used to compute contribution requirements are as of June 30, 1989.
Several actuarial assumptions at June 30, 1982 are different from those used to compute the
standardized measure of the pension benefit obligation discussed in note 4. The overall effect on the
financial status of the Plan dueto the revised assumptions is no change inthe funding ratio and 2 0.55%
payroll increase in the employer contribution rate.

Retirement Incentive Program

Legislation passed in May 1986 established a retirement incentive program (RIF) designed to
encourage eligible employess to voluntarily retire in order 1o reduce personal services costs. The

- program was available to efigible State employees until June 30, 1987, University of Alaska employees

from October 1, 1986 1o September 30, 1987, and all other employees from January 1, 1987 to
December 31, 1987. ' '

Legislation was passed in June 1989 and amended effective April 1, 19980, establishing a second
retirement incentive program. The second program was available to state employees from Qctober 1,
1983 through March 31, 1990, University of Alaska employees from July 1, 1989 through December
31, 1089, and all other employees from October 1; 1989 through March 31, 1991.

The retirement incentive program receivables reprasent the reimbursement due from employers
participating in the programs andis due in minimum equal annual installments so that the entire balance
is paid within three years after the end of the fiscal year in which employees retired. The amount of
reimbursementis the actuarial equivalent of the difference between the benefits the employee receives
after the addition of the retirement incentive under the program and the amount the employee would
have received without the incentive, less any amount the employee was indebted as a result of retiring
under the program. Employees were indebted to the Plan forthe following percentage of their annual
compensation for the calendar year in which the employee terminated employment to participate in the
program: :

Ratirement
incentive program

1986 1989
Paolice and fire members 15.00% 22 50%
Other members : 12.75 20.25

Any outstanding indebtedness at the time an employee was appointad to retirement resulted in an
actuarial adjustment of histher bensfit.

{Continued)
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The effect of the 1086 retirement incentive program on the pension benefit obligation was fully
accounted for in the June 30, 1988 actuarial valuation. The effect of the 1989 program on the pension
benefit obligation was fully accounted for in the June 30, 1990 and 1991 actuarial valuations as the
gligible employees redired. :

Ten-year Historical Trend Information

Ten-year historical trend information (where available) designedto provide information about the Plan’s
progress made in accumulating sufficient assets to pay benefits when due is presented in the
accompanying supplemantal schedules of analysis of funding progress and revenues by source and

expense by type. .
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Schedule 1

Unfunded

{assets in

excess of)

pension

Unfunded benefit

{asseis in obligation
_ excess of) Annual asa

Pension ‘Percen-  pension = - covered percentage

Yearended Net assels benefit tage benefit - payroil  of covered
1885 $1,205,536 $1,446672 89.6% $151,136 $ 830,579 18.2%
1086 1,739,843 1,556,610 1118 {183,233) =~ 890,082 {20.6}
1987 2,010,196 1,905,005 105.5 (105,181) - 891,302 (11.8)
1888 2,123,695 2,246,585 945 122,888 908,363 135
1889 2,452,962 2,563,268 85.7 110,306 212,834 12.1
1990 2,746,555 2,753,518 99.7 - 6,963 952,070 7

1991 3,017,541 3,339,145 904 321,604 1,027,807 31.3

Analysis of the dollar amounts of net assets avaitable for benefits, pension benefit obligation, and
unfunded pension benefit obligation inisolation can be misleading. Expressingthe net assets available
for benefits as a percentage of the pension benefit abligation provides one indication of the pian's
funding status on a going-concern basis. Analysis of this perceniage over time indicates whether the
plan is becoming financially stronger or weaker. Generally, the greater this percentage, the stronger
the plan. Trends in unfunded pension benefit obligation and annual covered payroll are both affected
by inflation. Expressing the unfunded pension benefit obligation as a percentage of annual covered
payroll approximately adjusts for the effects of inflation and aids analysis of the plan’s progress made
in accumulating sufficient assets 1o pay benefits when due. Generally, the smaller this percentage, the
stronger the plan.

See accompanying notes io required supplementary information.

Schiedule 2
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Year ended
1983
1984
1985
1986
1987
1988
1988
1990

- 1991
1992

1983
1984
1985
1088
1987
1988
1989
1990
1991
1992

Revenues by source

11,901

Unrealized
: appreciation
Employee Employer investment (depreciation)
contributions contributions income  inmarketvalye Total
$ 32,505 $ 99,727 % 86.602 $ 53,099 $ 271,423
38,765 114,245 101,371 (74.541) 177,840
- 39,577 123,466 112,261 117.733 393,037
- 42,826 127,727 182,140 159,873 512,366
51,879 103,719 225,792 (27,799) 353,591
66,732 108,767 154,488 (112,755) 217,212
65,104 78,932 194,653 108,088 448,777
63,720 96,418 233,790 17,469 417,397
76,486 . 132,402 202,888 (823) 410,253
77.674 149,182 282,673 78,450 587,089
Expense by type
Refunds to :
Retirement Medical terminated . Administrative
benefits benefils employaeg expenses Iotal
$ 28,401 $ 4,541 $ 7,883 42,342 $ 42,967
33,060 8,939 8,923 1,776 50,698
39.487 8,350 8,553 3813 62,203
45916 9,411 9,165 3,567 68,053
57473 10,256 10,524 4,985 83,238
- 73,964 11,376 11,409 6,964 103,713
82,382 18,065 11,188 5868 117,510
85,301 22,142 © 11,237 5,124 123,804
9,651 23,332 11,965 5,019 - 138,967
108,360 23,120 8,045 151,426

Comribution's_, including centributions for the retirement incentive program, were made in accordance
with actuariatly determined contribution requiremnents.

See accompanying notes to required supp!ememary information.
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All significant accounting policies, benefit provisions and actuarial assumptions are the same for the required
supplementary information and the financial statements except as follows:

The Plan’s actuarial funding method for the years ended June 30, 1979 through June 30, 1984 was
attained age nomal. Effective July 1, 1984, the Plan adopied the projected unit credit actuarial funding
mathod, '

Effective July 1, 1988, the Plan adopted new actuarial assumptions. Actuarial funding surpluses are
amortized over five years rather than twenty-five years. The assumed rate of interest was increased
from 8% 1o 9% per year. The salary scale assumption was lowered to 8.5% per year for the first five
years of employment and 5.5% per year thereafier, down from 8% and 7%, respectively. Healih care
cost inflation was increased to 9% rather than 8%. Turnover and disability assumptions were revised
hased on actual expsrience in 1981 through 1585.

Effective July 1, 1890, the health care cost was changed from a flat 9% to the foliowing graduations:

Year Per annum
1992 12.5%
1593 11.5
1994 105
1995 85
1996 ' 85
1997 and thereaiter 75

Turnaver, retirement and disability assumptions were revised based on aclual experience in 1986
through 1990. The assumed rate of interest was lowered to 8.75%. The mortaiity tables were set
forward one year for male mermbers and set backward four years for femaie members: previously the
mortality table had been set back one and one half years for all members. The cost of tiving allowanice
was increased from 63% to 71%.
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Highlights

This report has been prepared by Witliam M. Mercer, Incorporated to:

(1)

(@
3)

(4)

present the results of a valuation of the Alaska Public Employees’ Retirement System as
of June 30, 1991;

review experience under the plan for the year ended June 30, 1991;

determine the appropriate contribution rates for the State and for each political subdivision
in the systent;

provide reporting and disclosure information for financial statements, governmental
agengcies, and other interested parties.

The report is divided into two sections. Section 1 contains the results of the valuation. Rincludes
the experience of the plan during the 1990-91 plan year, the current annual costs, and reporting
and disclosure information.

Section 2 describes the basis of the valuation. It summarizes the plan provisions, provides
information relating to the plan participants, and describes the funding methods and actuarial
assumptions used in determining liabilities and costs.

The principle resulis are as follows:

Funding Status as of June 30: 1990 129
(a) Valuation Assets” $ 2,677,488 $ 2,942 124
{b}  Accrued Liability” 2,753,518 3,339,145
(¢) Funding Ratio, (a} / (k) - 97.2% 88.1%

* In thousands.

Employer Contribution Rates for Fiscal Year: 1993 1994
(a) Consolidated Rate 12.83% 10.18%
(b) Average Past Service Rate 75% 3.54%
{c) Average Total Contribution Rate i3.58% 13.72%

William M. Mereer, Incorporated




In preparing this valuation, we have employed generally accepted, actuarial methods and
assumptions, in conjunction with employee data provided o us by the plan sponsor and financial
information provided by Coopers & Lybrand, to determine a sound vajue for the plan liabilities.
We believe that this value and the meihod suggested for funding it are in full compliance with
the Governmental Accounting Standards Board, the Internal Revenue Code, and all applicable
regulations. A IV, B AR UG /OGS, alltl all appi

Respectfully submitted, q

Brian R. McGee, FSA Peter L. Godfrey,
Principal Associate

BRM/PLG/ls

April 28,1992

William M. Metear, Incorporated
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- As shown in the Highlights section of the report, the funding ratio as of June 30, 1991 has decreased from
97.2% to 88.1%, a reduction of 9.1%. The average employer contribution rate has increased from 13.58%

of payroll for FY93 to 13.72% for FY34, an increase of 0.14% of payroil. The reasons for the change inthe
funded status and contribution rate are explained below. o

1.

Retiree Medical Insurance

As you are aware, retiree medical premium experience has, in recent years, caused large fluctuations
in the employer contribution rate. The following table summarizes the monthly premium per benefit
recipient since retiree medical benefits have been provided under PERS and TRS.

1977 $ 34,75 —_ : —
1978 5784 86% ——
1979 £9.10 20% _ 20%
1980 64.70 -6% 8%
1881 96.34 49% 19%
- 1982 96.34 0% 14%
1983 115.61 20% _ 15%
1984 156.07 35% 18%
1985 191.85 24% 19%
1986 168.25 -12% 14%
1987 185.00 - 2% 12%
1988 140.25 -15% 9%
1989 211.22 51% 13%
1990 25283 © 20% 13%
1991 243.98 - 4% 12%
1902 243.98 - 11%
1993 : 226.90 ' - 7% 10%

As you can see from the above table, the monthly retiree medical premium remained unchanged during
the year, at $243.98. The premium for the 1993 fiscal year has reduced 1o $226.90, a decrease of 7%.

In years prior to FY82, the post-65 premium rates were increasing faster than pre-65 rates. The FY92
rates remained unchanged and the trend reversed in FY93. The post-65 FY93 rate reduced by 10.8%
while the pre-65 FY93 rate reduced by 2.6%. The combined effects of a reduction inthe FY93 rate and
the FY92 rate remaining unchanged rasulted in an actuariat gain to the System from retiree medical
premiums.

Fluctuations in the health premium affect not only the past service contribution rate (due to actuarial

gains and losses) but also the normal cost rate. Last years medical premium experience resulted in
a reduction in the consolidated rate of 1.87% and a reduction in the past service rate of 1.30%.
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‘Investment Performance

Investment return was less than ekp_ec’t'ed du ring the year resulting in an actuarial ioss to the Syst_.em.
The approximate rate of return based on market valuas was 7.08%. The effect of the five-year
smoothing technique was a rate of retum based on vaiuation assets of 7.03%. As this rate was lower

than the assumed rate of refurn of 8%, the System experienced an actuarial loss from investment.

performance equatto $53,425,000 which had the efféct of increasing the average smployer contribution
rate by 0.48%. ' . o / 110

Salary Increases

Last year, salary increases were slightly higher than anticipated in the valuation assumptions. Salary
experience resulted in a small actuarial ioss which generﬁa;ie_d ap increase in the average employer

- contribution rate equal to 0.26%.

Empioyee Data

Section 2.2 provides statistics on active and inaglive participants. The number of active péﬁieépaﬂis
increased 2.6% from 20,086 at June 30, 1990 to 29,840 at June 30, 1991. The average age of active
participants increasad from 40.37 to 40.68 and average credited service increased from 6.8210 6.91
years. _ 2 ik _ . _

The numbar of retirees and beneficiaries increased 13.5% from 7,365 1o 8,358, and their average age
decreased from 63,52 to 63.15. There was a 9.8% increase in the number of vested terminated
participants from 2,745 to 3,015. Their average age increased from 42.96 1o 43.20.

The overall affect of these participant data changes was an actuarial loss to the System, resulting in
an increase inthe past service rate equal to 1.33%. These demographic changes also had the sifect
of increasing the consolidated rate by 0.69%.

Retirement Incentive Program
The second Retirement incentive Program has been available o University of Alaska paniciparits since

June 30, 1989 and to other participants since Cclober 1, 1989. University.of Alaska participants-had
until August 1, 1990 to retire and other PERS participants had to retire by November 1, 1990 to qualify

forthe RIP. The retirement deadline was later extended to November 1, 1991 for ail PERS participants

except State and University of Alaska employees. The effects of the RIP can be seen in the increase
inthe number of new service retirees between June 30, 1988 and June 30, 1891. There were 456 new
retirees during the year ending June 30, 1990 and 925 new retirees during the year ending June 30,
1g@1. Furthermore, the average age of all retirgies decreased from 63.62 to 83.15 during the year
ending June 30, 1291 reflecting the younger average age of members retiring under the RIiP.

As with the first RIP, the cost is being borhe by employers based on the actuarial value of the extra
benefits, caleutated individually for each empioyes electing 10 retire under the program. This cost is
being paid over a three-year period. 1fthe assumptions underlying the calculated cost of the RIP are

‘met, the total cost to the System will be equal 1o the employers’ payments.

Change in Actuariat Assumptions

The report on th_'e Study of Actuarial Assumptions in October 1991 proposed a revised set of valuation
assumptions using the actual experience of the System during the five-year period 1886-90. The

~ analysis resulied in revisiors fo the assumptions for the investment return, the future health premium

trend, mortality, turnover, disability, retirernent and the percentage of benefit recipients expected 1o
remain in Alaska. All assumptions are described in detail in Section 2.3 of the repott.
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You will note that the mortality table used in this report for policerfire members is the same as the table
used for “other” male members. This is different from the Study of Actuarial Assumptions, where we
proposed using the 1984 Unisex Pension Mortality Table, set forward 19 years, for police/tire members.
‘Upon further review of the data, we believe that number of exposures was insufficient to support this
conclusion, and we recommendthat the Board retain the “others” mortality table for policesfire members
until more data emerges to suppori a change. This will add approximately .76% to the total contribution
rate.

The overall effect on the financial status of the System due to the revised assumptions is no change
in the funding ratio and a 0.55% of payroll increase in the contribution rate.

Actuarial Projections

At the Spring 1991 Board Mestings, the PERS Board approved the use of an enhanced actuarial
projection system in the valuation report this year. The same actuarial cost method is used, but the
enhanced system projecis population growth patterns and their associated liabilities 25 years into the
future. By also projecting plan assets, this report in effect produces an actuariai valuation for each of
the next 25 years. Section 1.5, Actuarial Projections, coniains the results of this analysis.

This type of information ¢an be especially useful to two-tiered systems, such as PERS. All of the
projected new entrants will be covered under the cost savings provisions of the second tier, sothat the
ultimate effect of the second tier on plan liabilities can be anticipaied. As you can see in Section 1.5,
based on the actuariai assumptions and cost method, future contribution rates are expectedtoincrease
slightly over the next 15 years and then decline. This reflects the fact that many of the second tier
employees are already in PERS and affectingthe rate. Also, health premiums are expectedioincrease
faster than salarigs, puiting upward pressure on the costs.

Sometimes, when second tiers are phasing in to a system, sound actuarial principles would support
lsveling out this contribution pattern to more quickly anticipate the second tier provisions coming into
efiect. Inthis way, a more stable contribution pattern could be adopted to help the State and political
subdivisions better budget retirement expenses. This enhanced projection technigue would be used
annually so that a continuous tracking of the coniribution rate to the requirements couid be made.
Appropriate adjustments to the rate would still be proposed annually, but they should be much smaller
than some seen in the past.

For your information, we have included in Section 1.5 graphs and charts showing the effect of a
smoothed 13.25% rate over 20 years. This rate includes a degree of conservatism for the following
reasons:

1. Actuarial valuations are based on several assumptions, and the projection technique adds more.
Actual system experience will vary from that assumed, so a degree of margin is appropriate when
adopting a fonger term rate.

2. Soundactuarial principles also suggest that retirement systems should fund employees’ benefits
while they are warking. By leveling out the two-tier phenomenion, intergenerational inequities
could occur. Since current contribution requirements are higher, the level rate is set higher than
ittheoretically needs to be, to allocate proportionately more of the cost to current generations and
thus reduce the inequities.

The sffect of the secand tier is afready being felt in PERS because second tier participants began entering
the System in 1986. Qver 50% of current active participants are already second tier. For this reason,

" contribution rates are aiready reflecting some of the cost savings provisions of tier 2 and are not expected 1o
decline in the short run. Another factor which retards the expected decline in contribution rates is the
anticipated increases in future health premiums.
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As contribution rates are not expected to decline significantly for about 20 years, we recomimend the Board
adopt the calculated rate of 13.72%, instead of the smoothed rate of 13.25%, for FY54. Wa will continue to
monitor the expected pattem of future rates to take into account actual tier 2 patterns, System experience and .
changes inthe Statute. Some smoothing of the contribution rate may be appropriatein the future, depending
oh heow these factors affect projected coniribution rates. :

Summary

The following table summarizes the sources of change in the total employer contribution rate:

(1) Last year's average employer contribution raie 13.58%
(2) Decrease in past service rate due to retiree medical insurance _ {1.30%})
(3) Decrease in consolidated rate due to retiree medical insurance _ '(1 B7%)
(4). Increase due to investment psrformance 0.48%
(5) !ncrease due to salary incieases S 0.26%
{6) Increase in past service rate due to employee data 1.33%
{(7) increase in consolidated rate due to employee data 0.69%
{8) Increase in average employer contribution rate due to change

'in actuarial assumptions _ 0.55%
(@) Average empbyer contribution rate this year 13.72%
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Valuation of Liabilities

A,

Actuarial Method - Projected Unit Gredit (no change). Liabilities and contributions shown in the report
are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant’s benefits under the plan as they accrue.
Thus, each participant s total pension projected to retirement with salary scale is broken down into units,
each-associated with a'year of past or future service. The principle underlying the method is that each
unit is funded in the year for which it is credited. Typically, when the method is introduced there will be
an initial fiability for benefits credited for service prior io that date, and to the extent that this hability is
not covered by Assets of the Plan there is an Unfunded Liabitity to be funded over a chosen period in
accordance with an amortization scheduie.

An Accrued Llabmty is calculated at the valuation date as the present value of benefits credited with
respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of

" the Plan. The level annual payment to be made over a st:pulated number of years to amortize the

Unfunded Liability is the Past Service Cost.

The Normmal Cost is the present value of those benefits which are expected to be credited with respect
to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject to amoriization.

Actuarial Assumptions -

1.  Interest 8.75% per year, compounded annually, net of expenses.
2. Salary Scale 6.5% per yaar for the first five years of employment and 5.5% per year
. - thereafier. '
3.  Total Inflation Tota! inflation as measured by the Consumer Price Index for urban and
. clerical workers for Anchorage is assumed to increase 5% annually.
4. Health Cost Trend 1932 ' - 12.5%
1993 - 11.5%
1904 - 10.5%
1995 - 9.5%
1986 - B8.5%
1997 and later - 7. 5%
5. Morality - 1984 Unisex Pension Mortality Table, set forward one year for male and

police/fire members, and set backward four years for female members.
Deaths are assumed to be occupational 85% of the time for PohcefF;re
35% for “"Others”.
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8. Tutnover Based uponthe 1986-90 actual total turnover experience. (See Table1).

7. Disability - Incidence rates, based upon the 1986-9C actuai exparisnce, in accor-
o dance with Table 2. Post-disability mortality in accordance with rates
published by the Pension Benefit Guaranty Corporationto reflect mortafity
ofthose receiving disability benefits under Social Security. Disabilities are-
assumed 1o be occupational 85% of the time for Police/Fire, 35% for

“Cthers”. :

' 8.  Retirement Age Retiremeant rates based upoiy the 1986-90 actual experience in accor-
' : dance with Table 3. -

© 9. Spouse’s Age | Wives are assumed to be four years younger than husbargs.

10 - Dependent Children Benefits to dependent children have been valued assuming members
- o who are not singie have one dependent child. . '

11. Contribution Refunds 100% of those terminating after age 35 with five or more years of service

S - will Ipave their contributions in the fund and thereby retain their deferred
vested benefit. All others who terminate are assumed to-have their
contributions refunded. .

12. GC.O.LA. Of _th’osé benefit recipients who are eligible for the C.O.L.A., 71% are
assurned to remain in Alaska and receive the C.O.L.A. :

13.  New Entrants Growih projections were made forthe active PERS popuiationunderthree
SCenaros: ' -

Pessimistic: 1% per year
Median: 3% peryear
Optimistic: 5% per year

14. Expenses Expenses are covered in the interest assumption.
Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System’s assets. The
actuarial value of assets equals the market vaiue, except that fixed income invgstments are carried at book
‘value. Assets are accounted foron an accrued basis and are taken directly from audited financial statements
provided by Coopers & Lybrand. Valuation assets cannot be sutside the range of book and aciuarial values.

Valuation of Medicai Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 cost and lower
post-65 cost (due to Medicare) were assumed such that the total rate for ali retirees equals the present
premiumrate. These medical premiums arethenincreased with the healthintlation assumption. The actuarial
cost method used for funding retirement benefits is also used to fund health benefits.

For FY92, the pre-65 monthly premium is $318.94 and the post-65 premium is $121.50, based on a total
blended premium of $243.98. For FY93, the pre-65 monthly premium is $310.80 and the post-65 premium

is $108.37, basad en a total biended premium of $226.90. Thiese rates and the pre-65/post-65 split were
provided by Defoitie & Touche. '

. 36




‘Select Rates of Turnover Uttimate Rates of Turnover
Curing the First 10 Years After the First 10 Years
of Employment of Empioyment
Police and Fire:
Year of —ememen AGE A1 Hil@ wewmmmeren
Employment = 20-29 30-39 40+ Age Rate
1 22 .18 A0 20-39 03
2 9 A3 10 . 40+ 01
3 A3 A2 A0
4 A2 12 10
5 180 A0 A0
-8 08 .08 .08
7 07 .07 07
8 .08 06 06
.9 05 05 .05
10 .04 .04 .04
Others:
Year of ---- Age at Hire -- _
Employment 20-29 30+ Age Rate
1 30 23 20-29 085
2 23 .18 : 30-34 080
3 20 14 35-44 .055
4 16 A3 4+ 050
5 16 13
8 14 A3
7 12 A2
8 Ny Ak
9 .09 09
10 .08 - .08
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Police & Fire

1663

o “Othér” Meniber
Age Rate Rate
20 85 14
21 87 14
22 90 14
23 94 A5
24 98 15 -
25 1.08 A5
26 1.08 A5
7 1.18 15
28 1.19 16
29 1.25 16
30 A3 .18,
31 137 A7
32 1.43 A7
33 1.44 25
34 1.48 34
35 _1.55 44
36 1.65 53
37 1.78 64
38 1.94 75
39 2.13 87
40 2.35 99
4t 2.60 112
42 288 1.25
43 319 1.36
44 3.53 1.53
45 390 1.68
46 4.30 1.84
47 4.73 2.00
48 5.19 217
49 - 588 2.34
50 620, 252
51 6.75 2.70
52 7.33 2.89
53 7.94 308
54 8.58 3.29
_55 9.25 3.49
56 9.95 370
57 10.68 392
58 t1.44 4.14
59 12.23 437
__BO 13.08 481
6 13.90 484
62 14,78 5.09
83 15.6%9 5.34

5.60
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Age

67 & Up

Police & Fire
Rate

.25
14
14
5
A5
230
25
21
21
.20
20
4G
1.00
1.00
1.00
1.00
1.00
1.00

“QOther” Member
Rate

.
08
.08
.08
.08
A9
16
33
A2
A1
a7
14
21
22
22
31
81
1.00

For ages less than 50, employses are assumad 1o retire two years after the earliest age they are eligible 1o

retire.
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Active Members 1967 1988
(1} Number 26,762 26,676
(2) Average Age 39.53 39.67
{3) Average Credited Service 6.32 6.45
{4}  Average Annual Salary $ 33,305 $ 34,052

Retirees and Benheficiaries

{1} Number 5,651 6,702
{2) Average Age 80.39 62.82
(3) Average Monthly Benefit:

Base $ 753 $ 791
C.O.L.A. 62 64
P.R.P.A. 110 a0
TOTAL . 925 045

Vested Termihations

{1)  Number 1.9 1,898
(2} Average Age 4533 4277
(3}  Average Monthly Benefit $425 $504

Non-Vested Terminations With Account Balances

(1} Number 3,965 3,101
(2) Average Account Balance $1,114 $2.100

1989

28,044
4017
6.66

$32,550

6,967
63.28

$ 795

957

2,314
4297
$519

3,365
$1,881

1990

29,086
40.37
6.82
$32,733

7,365
8362

$ 797
61
110
868

2,745
42.96
. $536

3,695
$2,045

1991

29,840
40.68
6.91
$ 34,444

8,358
63.15

$ 864

108
1,038

3,015
43.20
$556

4,108
$2,124
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Active Palice & Fire

(1}  Number
(2) Average Age
(3) Average Credited Service

{4) Average Annual Salary
{5y  Number Vested
(6) Percent Who Are Vested

Active"Other” Members

{1} Number

(2) Average Age

(3) Average Gredited Service
{4) Average Annual Salary
{5} Number Vested

(6} Percent Who Are Vested

2319
37.86
8.05

$ 43,484
1,433
61.8%

24,443
3969
6.16
$32,339
11,664
47.7%

1988

2327
38.35
8.16

$ 43,947
1,505
64.7%

24,349
39.80
6.29
$33,108
12,191
50.1%

1989

2,414

3831

8.60

$ 43,082
1,558
66.2%

25,630
40.25

6.48
$31,558
13,345
52.1%

1990

2419
39.70
8.05

$ 43,462
1,683
69.6%

26,667
40.43
6.62
$31,760
14,108
52.9%

2,538
40.35
8.38
$47 470
1,795
70.8%

27,307
40.71
6.68
$33,236
14,234
52.1%
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Service Retivement

{1} Number, June 30, 1290

(2) Net Ghange During FYS
{3) Number, June 30, 1991

{4)  Average Age at Retirement
{5) Average Age Now

{6} Average Monthly Bensfit

Surviving Spouse’s Bansfits

{1)  Number, June 3¢, 1930

{2} Net Change During FY91
(3) Number, June 30, 1991

(4) Average Age at Retirement
(5 Average Age Now '

(6) Average Monthly Benefit

- Survivolr's Benelils

{1) Number, June 30, 1950

{2} Net Change During FY91

{3} Number, June 30, 1991 _
{4) - Average Age at Retirement
(5) Average Age Now

(8) Average Monthly Benefit

Disabilities

{1}  Number, June 30, 1990

{2) Net Change Buring FYa1
(3) Number, June 3¢, 1891

{4} Average Age at Retirement
{5) Average Age Now

(6) Average Monthly Benefit

Total Number of Retirees

Poli Eir

474
126

600

50.53
56.32

$ 2,073.50

i9

12

31

39.65
50.49

$ 1,443.31

40

1

4

38.77
43.58

$ 1,899.08

672

|Imh§ rN .

6,211

838

7,049
57.56
64.35

$ 965.10 -

433

34

487
52 83
81.90

-$ 88553

™
o= B3

58.23
60,88
$ 1.504.33

151
17

168

43.18
47.61
$1,08176

7,686
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)

(2)

3

(4)

)

Effective Date

January 1, 1981, with amendments through June 30, 1991. Chapter 82, 1986 Session Laws of Alaska,
created a two-tier retirement system. New members who are first hired under the PERS after June 30,
1986 are entitled to different benefits than those members who were hired before July 1, 1986.

Administration of Plan

The Commissioner of Administration is responsible for administration of the system; the Public
Employees’ Retirement Board prescribes policies and adopts regulations to carry out provisions of the
system; and the Commissioner of Revenue invests the funds. The Attorney General represents the
system in legal proceedings.

Employers Included

State of Alaska, political subdivisions, and public organizations who have elected to join the system.

Employees Included

* Membership in the Aiaska PERS is compulsory for all fuil-time and part-time employees of the State

and designaied depariments, groups or other classifications of employees of participating political
subdivisions or public organizations, and elected officials unless they have waived participation.

University of Alaska employees who elect to participate in the University’s optional retirement plan and
employess who are paticipating in other retirement plans that are funded by the State are not covered
by the PERS. However, certain members of the Alaska Teachers’ Retirement Systern (TRS) are
eligible for PERS retirement benefits for their elected public official service with municipalities.
Additionally, employges who work hali-time in the PERS and the TRS simultanecusly are eligible for

“hali-time PERS and TRS credit.

PERS members who receive PERS occupational disability benefits are also covered under the PERS
and earn service credit while they are on disability.

Credited Servi;:e

Members receive credit for each day of PERS-covered employment.

Permanent pari-time employees who work at least 15 hours per week, but less than 30 hours, receive
service credit on a proportionate basis.

PERS members may claim PERS credtt for the following service:
. part-time State of Alaska service rendered after December 31, 1960, and before January 1,1976.

. service with the State, former Ter'ritory of Alaska, or U.S. Government in Alaska before
January 1, 1961;




(6)

Ru!

8

+ . past peace officer, correctional officer, fire fighter, and special officer serw.ce aﬂer January 1,
1961 '

. mlll_la_r_y service (not more than five years may be claimed);

. tempofery service after December 31, 1860,

. elected official service before Jan_uary 1,1981;
e Aaska Bureau of Indian Affairs service;

. halt-time service that was renderecl 1o PERS employers by employees who_were also work;ng
in half- tlme posmons covered by the Teachers Retn'ement System and - :

. leave without pay service after June 13 198? Whlle the members were receiving Workers'
Compensatnon

Except lor service belore Jahuary 1, 1961, w1th the Siate, tormer Terrrlory oi Alaska or Uu.s.
Government in Alaska, conlrlbutlons are requ:red for all past servlce

Past service rendered by employees of participating political subdwus:ens that occurred befere the
emptoyers joined the PERS may be creditable if the employers agree to l;he pay requtred contrlbutlerts

Computation of Average Monthly Compensation

A member’s average mornthly compensation is determined by averaging the. hsghest salaries that the

. member received for any three consecutive payroll years. A membermust havea m|n|r_nu mof115 cl ays -

of credlled servics in the lasl year worked ta include it as one of the 1hree highest.

Employer Contr__ibytions __

_Sebarale contribution rates are established for each empley_er squal to the sum e_f-:

Auniform rate for all participating employers sufficient to amomze aIIfuture semce Ilabllllles {less
: _value of employee conlnbuhons) aver 1he future workmg I:fetlmes ol lhe covered group

(k) P rvi
A rate determined separately for each employer sufficient to amortize such employer 8 unfunded
past service. I:abillty with level paymentsover 25 years. Any fu ndi |ng surplus 15 amorllzed aver five
years.

Emplbyee Gorltributions

Mandatory Employee Contributions: 7.5% of compensation for police and fire members; 6.75% of
compensat:en for all other members. Employee contributions are deducied from the gross salary

: _before federal income tax is wrthheid

Nete: Priorto January 1, 1987, rates were 5% for police and fire and 4.25% for ali ather members.
Employee conirfbullons were deducted from the gross salaw alter federal ingome tax- was withheld.
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9

Interest Credited: 4.5% compounded semiannually on June 30 and December 31,

Refund of Contributions: 1f a memberterminates PERS empioyment, the balance of the member’s
account (mandatory and voluntary contributions, indebtedness payments and interest earned) may be
withdrawn by the member.

Note: The contribution accounts of terminated members may be attached to satisfy claims made under '
Alaska Statute 09.38.065, federal income tax lavies and valid Qualified Domestic Relations Orders.

Reinstatement of Contributions: If mandatory contributions are refunded or withdrawn, the member
must refurn to PERS employment in order to reinstate the refunded service. Upon reemployment, an
indebtedness may be established forthe amount ofthe refund. Contributions that are attachedtosatisfy
claims under Alaska Statute 09.38.065 or a federal tax levy may be reinstated at anytime; the member
is not required to return to PERS employment. The indebtedness wili accrue interest until it is paid in
full or the member retires, whichever occurs first.

‘Refund at Death: If no survivor's pensicn is payable upon the member's death, the member's.

contribution account balance, including mandatory and voluntary contributions, indebtedness pay-
ments, and interest earned, wilibe paid io the designated beneficiary. Wherithe member has morethan
one year of PERS credit, the beneficiary will also receive an additional $1,000 plus $100 for each year
of PERS credit. '

Normal Retirement Benefit
Eligibility:

{a) Upon attaining age 60 {age 55 for members who participated before July 1, 1986} and meeting
one of the following service requirements:

(i  Five years of paid-up PERS service; or

{iy 80 days of paid-up PERS service if the member was an employee of the legislature during
each of five legislative sessions and was first hired under the PERS before May 30, 1987,
or -

(i) 80 days of paid-up PERS service if the member was an employee of the legisiature during
each of five legislative sessions and was first hired under the PERS after May 29, 1987,
or

{(iv) two years of paid-up PERS service if the member is vested in the Teachers’ Retirement
System; or

(b} At any age after meeting one of the following service requirements:

(i) 20 years of paid-up PERS service as a peace officer or fire fighter: or
(i) 30 years of paid-up PERS service for “all other” members.

Type:

Life only, level income, or optional joint and survivor benstit (actuarially reduced).
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-Amount:
- Others

2% of average monthly compensation for the first ten yoars of service, 2.25% Eor the next
tenyears, and 2.5% for ai{ remammg yeats. Service'betoreJuly 1, 1986 is credited at 2%, .

Polrce & Fire -

2% of average monthly compensation for the first ten years af service pius 2.5% for years
of service-in excess of ten. _ :

.- ‘Minimum Beﬁeﬁt
$25.00 per month for each year of credited service.
£10) Early Retirement Benefit
Ehglbmiy

Upon attaining age 55 (age 50 for members who parlicipated before July 1, 1986) and mesting '
one of the following service requirements:

(i}  Five years of paid-up PERS service, or

{ii) 60 days of paid-up PERS service if the member was an employee of the legislature during
each of five legislative sessions and was first hired under the PERS befora May 30, 1987;

iii 80 days of paid-up PERS service if the memberwas an employee of the legistature during
each of five legislative sessions and was first hlred under the PERS aflsr May 29, 1987,
ar

{iv) two years of paid-up PERS service if the member is vested in the Teachers’ Retirerment
System. .

Type: _
Lite only, level income, or optional joint and survivor benefit (actuariaily reduced).
- Amount:

Actuarial equivalent of normal retirement beneiit {see & above) based on service and compen—
sation to early retirement date.

(11} Deferred Benefit
Eligibility:

Refer to (9) Normal Retirement Benefit and (10) Early Retirement S’enefrr abova. Withdrawal
‘of employee contributions voids rights 1o benefits. ‘ _

Type:
Life only, fevel income, or joint and survivor benefit (actuarially reduced).
Amount:

Refer o (8) Normal Retirement Benefif and (10) Early Retirement Benefit, above.
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(12)

(13)

(14)

Indebtedness Owing At Retirement

If on the date of appointment ta retirement, a member has not paid the full indebtedness amount
including interest to the retirement fund, the member's retirement benefit will be reduced for lite by an
amount equal to the actuarial equivalent of the outstanding indebtedness at the tims of retirement.
Re-employment of a Retirad Member

If a retired member is reemployed in a position covered under the system, the retirement benefit will

. be suspended during the period of reemployment. During such period of reemployment, retirement

contributions are mandatory.

A member who returns to PERS employment after retiring underthe Retirement Incentive Program
(RIP} will: '

(a) forfeit the three years of incentive credits that were'granted; and

{b) be indebted to the system in an amount equal to 110% of the benefits that were paid because
of the member's participation in the RIP, including health insurance costs. The indebtedness is
reduced by the amount that the member paid to participats. :

Disability Benefit
Occupational Disability:
Eligibllity:
No age or sefvice requiremenis.
Type:
Monthly benefit payable until death, recovery, or normal retirement.

Amount:

40% of gross moenthly compensation {66-2/3% for police/tire members who participated
before July 1, 1976, offset by any workers compensation) at date of disability. When the
disabled member becomes eligible for normal retirement, the occupational disabitity
benefit will terminate and the member will be appointed to normal retirement, The normal
retirement benefit will be computed as it the member had been.employed and had sarned
PERS credif during the period of occupational disability.

Non-Occupatlonal Disability:
Eligibility:
Five or more years of credited service.
Type: '
Monthly benefit payabie until death, recovery, or normal retirement.

Armount:

Refer to (9) Normai Retirement Benefits . When the disabled member becomes eligible
for normal retirement, the nonoccupationat disability benefit will terminate. The period of
time on nonoccupational disability is not included in the normal retirement benefit
calcutation.
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(i5) Death Benefit Before Retirement

Occupational Death:

Eligibility:
No age or service requirements.
Benem

40% {66-2/3% for policerfire members who parhcupated before July 1, 1976} of gross
monthly compensation at date of death or disabiiity, if earlier, may be patd e the spouse
or if there is no spouse, to the member’s dependent children. On the merrber’s normal
retirement date, the benefit converts to a normal retirement benefit based on the membsr's
salary on the date of disabifity or death and credited service, including the period from the
date of disability or death to the normal retirement date.

Non-OccupauonaI Death:

With !ess!hanone yearoicredltedserwce thememberscomnbutmnaccountbalance including
mandatory and voluntary contributions, indebtedness payments, and interest earned, will be paid
to the designated beneficiary. With more than one, bt less than five years of credited service,
the beneficiary will also receive $1,000 pius $100 for each year of PERS service.

Wher the member is vested, the surviving spouse may elect to receive the beneﬂ-ts described
above or a 50% joint and survivor option based onthe member’s average monthly compensaticn
and credited service at the time of death.

(16) Death Benefits After Retirement

a7

i a member had raceived retiremeant benefits prior to his or her death, the designated heneficiary will
receive the member’'s contribution account balance, minus any benefits already paid. However, if the
member elected one of the joint and survivor options (50%, 66-2/3% ar 75%) at retirement, an eligible
spouse would receive a continuing monthly benefit for the rest of his or her life.

Post-Retirement Pension Adjustment

A post- renrement pension adjustment will be issued to an eligible benef;t recipient each ysar if the

~ gonsumer price index (CP1) increases during the prior calendar year. The acijustment to the benem

excluding the cost-of-living allowance, will be:

(a)

()

75% of the CPl increase {not to exceed 9%; for recipients who are at least age 65 or on PERS
disability; or

50% of the C Plincrease (not to exceed 6%; for recipients who are at least age 60 but u nder 65,
and for recipients who have been receiving henefits for at least five years who are under age 60.

(Ad hoc PRPA’s of up to 4% may be issued 1o retiress who were first hired before July 1, 1986 if the
CPl has increased and the financiai condition of the fund will permli an increase).
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(18)

(19)

Cost-of-Living Allowance
Starting at age 65, a retired member who remains in Alaska is eligible for a cost-ol-living allowance
{COLA) equal to 10% of the base retirement benefit or $50 per month, whichever is greater. Members
who were first hired before July 1, 1986 or who are receiving disability benefits are eligible for COLA,
regardless of age.

Voluntary Contributions

An employee can voluntarily contribute up 1o 5% of his or her salary. Voluntary contributions are
recorded in a separate account and are payable to the:

(a) member in a lump sum after termination of employment; or
{b} member's bensficiary if the member dies; or

)] member when the member retires in a lump sum, life annuity, or payments over a designated
period of time. '
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INVESTMENT SECTION







Commmissigner
Darrel J. Rexwinkel

_ D'e'put'y Commissicner

| Comptrolier
Brian C. Andrews

. STAFF

Chief investment Officer
Robert D. Storer

Mark W. Prussing, CPA

Investment Officers
Michael S. Chueung, Marketabte Debt
Martin W. Leniz, Real Estate

Cash Management
~ Vermon B. Voss

Outside Managers

Domestic Equities
(Fred) Alger Management
- New York, New York
DS Equity Advisors -
_Minneapolis, Minnesota
invesco Gapital Managemaent, Inc.
Atlanta, Georgia
Lehman Ark Management
New York, New York
Miller, Anderson & Sherrerd
West Conshohaocken, Pennsylvania
State Street Bank & Trust Co.
N. Quincy, Massachusetts

Equity Real Estate
Managers/Advisors

Aeina Capital Management
. Hartford, Connecticut
Equitable Real Estate Investment
. Management, Inc.
- frving, California
John Hanhcock Properties, Inc.
Boston, Massachusetts
JMB Institutional Realty Corporation
Chicago, iflinois
Karsten Realty Advisors
Los Angeles, California

J.P. Morgan Investment Management, Inc.

 New York, New York
~ Sentinel Real Estate Corporation
Believue, Washmgron

Intemational Equmes
Citibank Investmsnt Management.
London, Engiand
J.P. Morgan Investment
London, Englant

Consultants

hvestment Advisor
Corn & Helligsen, tnc.
Bérkeloy, California
Boise, iIdaho

Performance Measurement
SE| Funds Evaluation Services
San Francisco, Caﬁforma

Real Estate Consultants _
" Institutional Property Cohsultants, Inc.
Atlanta, Georgia '

San Diego, California

Domestic Equity Evaluation - -
. SEl Funds Evaluation Services
San Francisco, California

ln_iernailbnal E'q'uity Evaluation
The WM Company
Edinburgh, Scoetiand

lndependent Auditors .
KPMG Peat Marwick
Anchorage, Alaska

‘Global Master Custodian
State Street Bank & Trust Co.
N. Quincy, Massachusetis |

Investment O'peration's Advis‘ory Committee

John W. English, Chairman -
Ford Foundation, Vice-President & Ch,-ef
investment Off:c:er
Mark T. Finn
Dalta Financial, Inc., President
Ronald J. Surz
Centurion Trust Gompany
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§  WALTERJ. HICKEL, GOVERNOR

DEPARTMENT OF REVENUE ¢ P. 0. BOX 110400

H JUNEAU, AK 99811-0400
PHONE: 465-2300
- OFFICE OF THE COMMISSIONER  ; FAX: %ﬁ 4652389

| am pleased to present the Department of Revenue’s second annuat Public Employees’ Retirement Trust
Fund (Fund) Report. The successes of managing the Fund in fiscal year 1992 were many. The Treasury
Division within the Department was instrumental in achieving the successes.

When we ended the 1992 fiscal year, the Fund had grownto $3.4 _bi_!llion d__oliars_. This grbwth was established
by investment earnings of $356.5 million and net contributions of $86.0 million. My responsibility for the
continued positive invastment pertormance of the Fund is one which | také very seriously.

- The $356:5 million dollars of investment income represents an investment return to the Fund of 11.6%. The
actuarial rate of return assumption adopted by the Public Employees’ Retirement System (PERS) board is
8.75%. The investment rate of returri assumption is used by the actuary to calculate the funding requirements
of the PERS. When the actual investment performance exceeds the investment assumption rate, a higher
“funding ratio” will result. : :

The “funding ratio” {i.e. the ratio of pian assets fo actuarial liabitities) is a measure of the financial heaith of
retirement plans. A ptan is said to be “fully funded” when its assets are equal to its actuarial liabilities. The
differences in actuarial assumptions that underlie the calculations, however, make a precise measurement
difficult. '

Forthe 1991 fiscal year, the funding ratio for PERS fell by 9% to 88%. The primary reasons for this decrease
are the actuarial change to PERS's demographics and the lower rate of return assumption. At 86% PERS
should still be considered financially sound. Fiscal year 1992's positive investment performance will help
achieve a higher “unding ratio” for PERS. My goal is 1o manage the Fund's investments so investment
earnings continue to make positive contributions toward achieving a 100% “funding ratio.”

To achieve this goal within the investment standards expected of a prudent investor, 1 authorized the following
strategic management activities to take place: '

] Dorn & Helliesen, an investment advisory firm, was selected to help us with the deveiopment and
implementation of an asset allocation plan for the Fund. The asset allocation plan addresses
further portfolio asset diversificationto include small-cap domestic equity stocks and international
fixed-income securities. ' :

0 We continued to use the Investment Operations Advisory Commitiee for investment manage-
ment review and recommendations. '

7 | assisted with drafting legisiation which created an eight member Alaska State Pension
Investment Board {Board). Thislegis!ation was enacted and signed info law, becoming effective
July1,1992. The eight member board will assume the fiduciary responsibility ofthe Fund's assets
by July 1, 1993. Formation of the Board is underway with the first meeting slated for January
1993. Four members (iwo members each) from the Public Employees’ Retirement System and
Teachers’ Retirerment System will be slected. Three members will be appointed by the Governor.
One of these members will represent participating employers of the PERS. The Commissioner
of Revenue is statutorily named to the Board. . : -
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The Board represents a hlending of plan sponsor and beneficiary interests. All Board
members will be subject to the prudent investor standard. - This standard requires all
investments of the Fund be made with the care, skill and diligence ot a prudent professional
with investment expertise. '

7  The following people were hired during the past year: Brian C. Andrews as Deputy
Commissioner, Treasury; Robert D. Storer as Chief Investment Officer; and Mark W. Prussing
as Treasury Comptroller. Their experience and expertise have lent themselves well to the
investment management of the Fund. ' '

It is clear by the positive inves_lrhent return for fiscal year 1992 that the above management activities will
contribute positively to a “fully funded” PERS status and will lower the contribution rate requirement from
the plan sponsors and participating employers in the years to come. )

As fiduciary to the Fund, | pledge to continue the management of the Fund’s assets in the best interest
of the beneficiaries.

i welcome any comments or questions you may have regarding the report.

T 20

Darrel J. Rexwinkel _
Commissioner of Revenue

53




Creatlon and Purpose

The Public Employees Retirement System Trust Fund {Fund} is established by Alaska Statute 39.35.010.
The Fund holds the assets of the Public Empioyees’ Retirement System (PERS). Thesé assets are
comprised of investments of various kinds, predominantly stocks and bonds. The Fund was created to pay
retirement benefits to employees participating in the retirement plian administered tinder the PERS. The
retirement plan is a defined-benefit plan in which benefit levels for gach emp!oyee are determined by length
of employment and highest average salary. The plan is a joint-contributory plan in which both the employee
and the employer make continuing contributions, caiculated as a percentage of current salary. Employee
contribution parcentages are fixed by statute. Employer contributions are determined annually by the PERS
board based on evaluations of the Fund by a consulting actuary. The plan is considered to be perpetual
because it applies to future as well as current employees and because the employers {State and mu mcnpal
governments or political subdivisions) are perpetual in nature.

Participating employers are bound by the Alaska Constitution to pay the plan’s benefits. Aithough benefits
could be paid on a pay-as-you-go basis, the existence of a Fund serves two purposes. Forthe employer, it
distributes contributions over an employee’s years of service. For the employee, it provides a form of
assurance that employers will meet their obligations.

Fiscal 1992 Annual Financial Results |
Market Environment

- After the United States’ success in the Gui War, fiscal year 1992 started out with signs of a strong economic
recovery. However, as the year progressed, certain economic conditions continued to hinder the strength of
this uptum. Money supply continued to increase at a slow rate of 2% a year, the housing sector was only able
to post a modest recovery and the reluctance of flnancial institutions to extend credit continied to impede
econamic growth.

The recovary had clearly stalled by December 1991. In a desperate move, the Federal Reserve Bank cut
the discount rate a full percentage point during that month in order to prevent the economy from sliding back
into a recession. Prompt actions by the Federal Reserve Bank improved market psychology. As 2 result,
consumer spending increased by a 4.9% annual rate during the third quarter of fiscal year 1992. Inturn, Gross
Domestic Product grew at a 2.7% annhual rate during the same guarter.

During the fourth quarter, however, economic signs again pointed foward a lackluster recovery. The strength
inconsumer spending that was seenin January and February faded as consumers turned cautious. Industrial
production only improved stightly and employment reporis continued to signify a bleak employment situation.
This prompted the Federal Reserve Bank to lower the discount rate from 5.5% to 3.5%.

An accommodgating monetary policy such as this typically results in a vigorous economic recovery, along with
strong growth in money and credit. However, even with the economic throttle wide open, the economy was
slow to accelerate. This may be due 1o the significant increase in 1he assels outside the banking system and
structural problems such as the large Federal deficit.




The weak econemy and an accommodating Federal Reserve Bank enabled marketable debt investments
ta provide returns higher than those achieved by equities. In FY 1892, the Lehman Brothers Government/
Corporate Index posted a 14.20% return. A low interest rate environment, coupled with an anlicipated strong
BCONOMIC recovery, resulted in a lower, but still strong, performance from the equity market. The Standard.
& Poor’s 500 Index posted a 13.4% return for the fiscal year.

Total Fund Returns

The Fund earned $272.9 million in realized net income in FY 1992 versus $202.9 million in FY 1991. Realized
net income is cash actually received by the Fund, such as dividends paid on stocks, interest paid on bonds,
fees and other income earned on equity real estate and realized capital gains. Realized capital gains were
$96.7 mitlion in FY 1992 and $22.3 million in FY 1991,

Total return measures real-

ized net income plus the net Public Employees’ Retirement Trust Fund
change inunrealizedgains and % Rates of Return

losses. On a total return ba- 28 '

sis, the Fund earned $356.5 s - 151 yus . "
million in FY 1992 as com- _ - - Ht
pared to $203.1 million in FY 1o -4

1991. This amount includes

both the realized. income of - 5 4

$272.9 million and a $83.6 r

million net increass in unreal- 0

ized gains. 1

The rate of return for the Fund T

for FY 1292 was 11.6%. Of B Rexlized EIndex _ -H1.2

the Fund’s major asset =13 Domestic International Marketable Real Estace -Maregage
“classes, marketable debt se- Equitics Equities Debt Equities Leans
cuﬂtles con‘nbu{ed ‘he h!gh_ Indices: S&P 500, BAFE, Lehman Gov's Corp, MNCREIF, Letman GNMA

Scurce - SEl Corp. Performance Measvurement Consulints

es: economic rate of return,
followed by domestic squities
and then international equities. Mortgage loans and real estate equmes had negative returns far the fiscal
year, The five year rate of return {annualized, time-weighted, rolling average} as of June 30, 1992 was 8.9%.
This compares favorably to the actuarial assumption of a long-tenm rate of return of 8.75% for future periods.

Asset Aliocation
Marketabie Debt Securities

Marketable debt securities, consisting of high quality invesiment grade securities, accounted for 51% of the
total Fund assets at fiscal year-end. This allocation was comprised of 50% Federal Government and Agency
securities and 50% high grade corporate bonds, Over 98% of the Fund’s debt securities have an “A” rating
orbetier. The weighted average life of the debt porticlio at fiscal year-end was just under 10 years. Investment
management emphasized the 6 - 10 year maturity range because securities in this range tended to provide
higher rates of return while protecting against the price volatility typical of longer maturities. Atthe end of FY
1992, the Fund had 44% of its debt securities i this maturity sector. :
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Dufing the fiscai year the yield of the 30 year U:S. Treasury borid declined from 8.41%167.78%. Imapetiod
of dedlining interest rates, a strategy of investing in longer matusities has a positive. giféet on investment
resuls.. For this reason, investment managemeni structured aparﬁaho of debt seourities with an average
matuntywhlch ismoderately longer than many corporaté or state portiolios. The portiolio earnedatolat return.
of 15.1% in FY 1992 whlch is .90% above the benchmatk index return of 14.2%.

Interest earned on debt securities in fiscal'year 1992 totaled $1 31 million. The fiscal year endediwith realized
gains of $28.4 million and unrealized gains of $53 million. Investment management was a net buyer of $260-
million of debt securities during the fiscal year.

Public Employees’ Retirement Trust Fund

Asset _A"O‘C&‘fidhﬁ
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Ths structure of the Fund’s domestic equities changed in December with the dismissal of United Capital
Management as an equity manager. The funds were fransierred to Invesco Capital Management. The
indexed portion of the domestic equities was also restructured from an S & P 100 emphasis to an'S & P 500
weighting. During FY 1992, the domestic equity portion of the Fund increased by $131 million to $1.3 billion.
This assetclass represented 37.5% of the total Fund and providsed a return of 12% for the fiscal year compared
to the S & P 500 index return of 13.4%. Investment management believes that the changes cutlined above, -
along with anticipated changes in FY 1993, will improve the Fund's domestic equity performance.

Internat’ibn_al Equities

Despite the 21% drop in the Japanese stock market during the fiscal year, the Fund’s international equity
allocation had a rate of return of 7.0%. The overall EAFE index ended the fiscal year with a return of -.7%.
The Fund’s favorable performance was due to the managers’ unde'r-weighiing of the Japanese markel.

Forthe fiscal year, international equities increased $10.8 million te a total of $187.6 mllllon representing
5.4% of the total portiolio.

Real Estate Equities

The real estate equity allocation is a holding of commingled funds consisting ot diversified properties. The
market value of real estate equities decreased during the fiscal year by $16.5 million to total $118 miflion,
providing a return of -12.7% compared tothe NCREIF index return of -7.2%. The'real estate equity allocation
comiprised 3.6% of the Fund as of fiscal year-end. _ '

These institutional-grade funds are managed by seven professional real estate investment firms. PERS
invested in these funds principally in 1980 and 1984. No new investmenis have been made since 1987,

The real estate industry is in one of the most difficult periods in decades. Ingeneral, real estate markets are
_suffering from over-building in virtually all market sectors. The good news is that new construction across
‘the country i virtually at a standstill.”

As the economy improves and excess capacity is absarbed, this investment class of assets should improve
in overall performance. Investment management believes the real estate equity ailocation is positioned 1o
realize future returns more quickly thanthe benchmark NCREIF index because ofthe Fund’s bias toward retail
and muitifamily sactors. :

Public Employees’ Retirement Trust Fund

Real Estate Equities
June 30, 1992

Ratail 35.0% ’ Mid-Adlantic 16.0%

Mew England 3.0% South 21.0%
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Real Estate Morigages

Thie Fund continued its investment polrcy of not making direct residential and commisicial real estate loans,
dueto the low Tiquidity, high risk, and administrative expense of this type of investmeht. The market value
of real estate loans totaled $76.2 million at year-end represanﬁng 2.9% of the total Fund. This allocation
returned -11.2% for the year ending June 30, 1992, A major reason for this performancs was management’s
decision 1o increase the alldwance for foan loss 1o reflect an estimated market value. This presentation of
a‘fet redlizable market value is consistent with the presentation of other asset allocations of the Fund.

Conclusion

The assets of the Fund came into being and have grown becauss employers and employees have paid more
into the Fund in the form of Gontributions and ‘earnings on those contributions than has been paid ot in
benefits. Investment returns have significantly increased thie Fund's assets. Contributions from part icipants
approximately match benefits by design in order to provide tedsdhable assurance that sufficient assets wuz
be available to make benefit payfishts when they are needed.

Thie Fund continides 16 b awail dwers ified, prudently managed portfo?io 16 insuirs the growth and stabllr{y of
the Fund for cufrent and futuré patticipants.

Public Employees’ Retirement Trust Fund

Annual Market Value Growth

$ Billions

FY B8 FY a9 FY %0 FY 91 FY 92

R Beg. Mkt Value - mmNet Contributions Ezitnvestment Income -
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State of Alaska
Department of Revenue
Treasury Division

We have audited the accompanying balance sheets of the Public Employees’ Retirement Trust
Fund {Fund) as of June 30, 1992 and 1991, and the related statements of investment income and
changes in fund balance restricted for beneficiaries, and cash flows for the years then ended.
-These financial statements are the responsibility of the Fund's management. Our responsibility
is to express an opinion on these financiat statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disclosures in the financial statements. An
‘audit also includes assessing the accounting principles used and significant sstimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basgis for our opinion.

As described in note 1, the financial statements of the Public Employees’ Retirement Trust Fund
represent only the investment portiolic of the State of Alaska Public Employees’ Retirement
System.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Public Employees’ Retirement Trust Fund as of June 30, 1992 and
1991, and the results of its investment operations and changes in fund balance, and its cash tlows
for the years then ended in conformity with generally accepted accounting principles.

September 4, 1992 R Q}A% a

KPMG Peat Marwick

Certified Public Accountanis

601 West Fifth Avenue, Suite 700
Anchorage, Alaska 99501-2258

Member Firm of Klynveld Peat Marwick Goerdeler
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ASSETS

lnvestments at market
Marketabls securities:
u.s. Govemmenl debt
Federal agency debt” _
Mortgage backed federal segurities

R_,ecewabies |
Interest
Due from {to) general lnvestment fund
Total recewables RO
Cash and cash equivalents

' Total assets

FUND BALANCE

Fund balance restricted for beneficiaries

See accompanying nates to fiagncial statements.

5 779,480

590,191
1,165,967
2712450

98,495

: 14,3511
IQ&,ﬁd&

©$3442010 . 32009432

$3,442,010 $2,999,432




Years Ended June 30, 1992 and 1991
{000’s omitted)

Investment income:
income:
Interest:
Marketable securities
Mortgage loans
Total interest

Dividends:
Domestic equity pool
international equity pool
Real estate equities
Total dividends

Total income

Reduction (increase) of allowance for ioan losses
Net income

Net realized and unrealized gains on investments:
Realized:
Marketahle debt securities
Domestic equity pool
International equity pool
Net realized gains

Increase in unrealized market appreciation
Net realized and unrealized gains

Total investment income

Beginning fund balance restricted for beneficiaries
Net contributions

Ending fund balance restricted for beneficiaries

1992

$ 131,451

7.086
138.537

34,139
6,834
—£.504
—47.477

186,014

—(2.729)
176275

28,410
67,265
— 984
—96.639

23.615
180.274

356,549

2,999,432

o 86.029

$3,442,010

.See accompanying notes 1o financial statements.

&1

9

$ 121241
—_8.601
129,842

35,778
6,032
—
—49.421

179,263

—1.:340
. 180,803

3,162
17,850
— 1311
—22.323

178
22,501

203,104

2,741,196
55132

$2,992,432




(000's omitted)

Investment operations:
Total investment income
Adjustments to reconcile invesiment income o net cash
provided by investment operations:
~ Net realized gain
Increase in unrealized market appreciation
Amortization
- Increase in interest receivables
increase {reduction) of allowance for ioan losses
N‘et cash provided by investment operations

Investmg activities:
* Purchase of marketable securities
. Sales and maturities of markstable securities
~ Acquisition of mortgage loans and real estate equities
Net increase in book value of domestic equity pool
Net increase in book valus of internationat equity pool
- Morigage loan principal payments and proceeds
- from real estate equities
: Net cash used in investing activities

Financin'g activities - net contributions from benefit system
Nét decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equi&;alent's- at end of year

' Years Ended June 30; 1992 and 1991

$ 356 549

(98,659) -

(83,615}

1853'

{858.955)
598,226
{18,270
(30,064)

{5:243)

{17,900) -

_28.148

5 1028

See accompanying notes to financial statements.

3 “_24 |

1991
$ 203,104
{22,323)

- {178)
2,547

(871,032)
823,735
(15,895)

(251,720}

18293
T2a6619)
(54,669)
82817
$ 28,148




(1

e

June 30, 1992 and 1991
{000’s omitied)

The Accounting Entity

The Public Employees Retirement Trust Fund (Fundj is the investment portiolio of the State of Alaska

“Public Employees’ Retirement System (PERS). PERS is a multiple-employer agent, defined benefit,

joint contributory system established for the payment of retirement, disability and death benefits to or

~oh behalf of qualified employees of the state or a political subdivision within the state. These financial

statements are those of the Fund and not PERS taken as a whole. The Commissioner of Revenue is
ihe fiduciary and has the statutory authority to invest the moneys of the Fund.

Alaska Statutes 14.25.180, 39.35.080, and 37.10.071 provide that investments shall be made with the

“judgment and care under circumstances then prevailing that an institutional investor of ordinary

professional prudence, discretion and intelligence exescises in managing large trust portfolios. The

- Department of Revenue has contracted the management of certain investment securities to selected

external managers. Specifically, the domestic equity pool, international equity pool and real estate
equities are managed by externai management companies.

Summary of Significant Accounting Policies

Investment Presentation

- The market value of marketable securities is determined at the end of each month by the custodial

agent. The agent's determination of market values involves, among other things, using pricing services
or prices quoted by independent brokers. The market value of the mortgage loans is determined by
adjusting purchased yields to the current secondary mortgage market conditions established by the

- Mortgage Guarantee Insurance Corporation. A mongage loan loss provision has been provided as

described below. The market values of real estate equities are valued by the various companies
managing those funds.

Security transactions and any resulting gains or losses are accounted for on a trade date (ownership)
basis. In determining gains and losses, the cost of securities sold is determined on the specific
identification basis. Interest income, including amortization of premium and discount, is accrued
monthly. Dividend income on domestic equily securities is accrued on ex-dividend date. Dividend
income on international equity securities is recognized upon notification from the ¢ustodian.

Net Contributions

Net contributions represent contributions from employers and employees, net of benefits paid to PERS
participants. Net contributions are recorded on a cash basis according to when coniributions are
received, and benefits are paid by the State of Alaska, Department of Administration, Division of
Retirement and Benefits.




Notes to Financial Statements (continued)

(3

Administrative and Other Expénses

All expenses, including investment managemient costs, are charged to appropridtions of Fund assets

and are therefore not deducted from investment incoime of the Fund.
Statement of Cash Flows

For purposes of the statement of cash fiows, all highly liquid debt instraments with eriginal maturities
of three months o less are considered to be cash equivalents. The cash flow statemerit is presented
to reflect the activity resulting in the change in cash arid cash equivalents. Total investient incomme
is adjusted for reafized gains or losses because gross proceeds are shown under sales ahd maturities
of marketable securities. . : ' '

Allowance for Loan Losses

Historically, management of the Fund has provided an estimated allowancé for loan losses to provide
for potential credit losses in its loan poritolio. Factors considered by management in developing the

_ aflowance forloanlosses include delinquericy levéls, historical charge offs and the agingof the portolio.
During 1992, management elected to offer the loan portiolio forsate, and has racorded as an aliowance

an amounit considered sufficient to reflect the portfolio’s net realizakile value.
Domestic Equity Pool

The Fund, along with several other State of Alaska funds, has aninvestmentina t:lorhéstic_': squity poot.
The majority of the domestic equity pool is comprised of common stock with available cash balances

 invested in short-term debt instruments, All accrued income and realized gains and idsses are allocated

monthiy to each participating fund on a pro rata ownership basis. Income which is received by the
domestic equity poot is distributed monthly in cash to each participating fund, first to accrued income
allocated to any withdrawal by a participating fund, and second, in proportion 10 gach fuhd's ownership

* ofremaining accrued income. AtJune 30, 1992 and 1991, the Furid’s investiment inthe domesiic equity

pool is comprised of the following:

1992 1991
June 30 pool ownership percentage | - B1T% 60.6%
Domestic equities, at market $1,204,110  $1,162,408
Interest and dividends receivable : 3,037 3,359
Cash and cash equivalents __Bggp3  _ . 200

Total | $1296970  $1,165967
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Notes to Financial Statements {(continued)
{4} Cash and Cash Eguivalents
- Cash and cash equivalents are comprissed of the foliowing at June 30, 1992 and 1291:

1992 1991

Interest-bearing deposits $ 8,254 $§ 23
Unsettled investment transactions 1,894 _ 1,825
Repurchase agreement —_— 0 —26.300

Total cash and ¢ash equivalents $10,248 $ 28,148

{5) International Equity Pool

The Fund, along with the Teachers Retirement Trust Fund, formed an international equity pool during
1992. The majority of the international equity pool is comprised of common stock with available cash
balances invested in shori-term debt instruments. Al accrued income, realized gains and losses and
" income received are allocated monthly to the two participating funds on a pro rata ownership basis. At
June 30, 1982 and 1991, the Fund's investment in the international equity pool is comprised of the

following:
1992 1991
June 30 pool ownership percentage 61.79% 0%
International equities, at market $171,817 $ 164,114
Cash and cash equivalents 15815 __ 12608
Total $187,632 $176812

(6) Resal Estate Mortgages

Real estate mortgages are comprised of the following at June 30, 1992 and 1291:

1892 1891
Cutstanding Principal:

Real estate loans current or less than 90 days past due $ 63,8i1 $ 70,178

Real estate loans past due 30 days 6,071 11,360
Real estate acquired by foreclosure 12,150 12.384
Total Outstanding Principal $ 82,132 $ 93822
Unrealized Appreciation 8,694 4573
Total Market Value 90,826 28,485
Allowance for Real Estate Loan Losses . {14,590} {4,851}

Net Morigages . $ 76,236 $ 93644
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Notes to Financial Statements (continued)

@

Safekeeping Risk

The Public Employsss Retirement Trust Fund's deposits and: investments are categorized below

~ pursuantto the Governmental Accounting Standards Board: {GASB}: Siatemerd Number 3 and GASB

Tachnical Bulletin Number 87-1 ta give an indication of the levet of safekeeping risk assumed by the
Fund at statement date. : '

Deposits: 1.

: l_nvest_ments: 1

insured or collateralized with securities held:by the Siate os by its custodian inihe
State’s nama.

Coltateralized with securities held by the pledging financial institution’s. teust
depariment or custodian in the State’s name.

. Uncollateralized.

insured or registered for which the securities are held by the State or its custodian
in the State's name. E :

Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust depastment or agent in the State’s name.

Uninsured and unregisterad investments far which the securities are held by the
broker's or dealer’s trust department or agent not in the State’s name.

At June 30, 1992 and 1991, all of the Fund's deposits and investments were considered to be Category
1 with respect to safekeeping risk. :
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Employer

Adak Region School District
Akutan, City of
Alaska, State of

Policemen, Firemen

All Other Employees, MM&P, IBU
Alaska Gateway Schoot District
Alaska Housing Finance Carporation
Alaska Municipal League
Alaska State Housing Authority
Alaska, University of
Alaska Geophysical Institute, University of
Aleutiant Region School District
Aleutians East Borough
Aleutians East Borough School District
Aleutians West Coastal Rescurce Setvice Area
Allakaket, City of
Anchorage, Municipality of
Anchorage Parking Authority, Municipality of
Anchorage School District
Annette Island Schoo! District
Atka, City of

Barrow, City of

Bartiett Memorial Hospital

Bering Siraits Coastal Resource Service Area
Bering Strait School District

Bethel, City of

Bristol Bay Borowgh

Bristol Bay Borough School District

Bristol Bay Coastal Resource Service Area
Bristol Bay Housing Authority

Chatham School District

Chugach Regional School District

Cook Inlet Housing Authority

Copper River Basin Begional Housing Authority
Caopper River School District

Cordova, City of

Cordova Community Hospital

Cordova Public Schoals

Craig, City of

Craig City School District
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Percentage

18.80
9.98

16.97
15.64
12.00
5.23
5.00
13.86
2.03
9.03

- 0.00
5.00
5.24
12.00
12.00
12.67
53
15.52
13.30
12.00

0.52
1097
537
11.50
16.18
1252
17.69

© 1220
9.44

11.50
439
15.87
14.31
8.57
14.88
3.65
1791
1233
15.08




Employer (contintied) | Bereantage

Délta/Greely Schodl District 12.00
Denati Borough 12, 00
Denah Borough Sohiool District 0.00
Dillingham, City of . 483
Dillingham City Schigol District 1862
Elim, City of : 15.37
Fairbanks, Clty of 20.30
Fairbanks Municipat Utiity System 20.30
Falrbanks North Star Borough 3.81
Fairbanks North Star Boroligh School District _ 381
Fort Yukon, City of 0.00
Galena, Cityof _ 1.70
Galena City Scriool District 0.00
Grayling, C’ity of 12.00
Haines Borough ' 567
Haines Borough School District o 12.00
Haines, City of 0.60
Hormnet, City of 18:51
Hoonah, City of 3.94
Hocnah City School District 22.83
Hooper Bay, City of 12.31
Huslia, City of ' 12,02
Hydaburg City School District 13.69
iditarod Area Sthool District 10.08
Junieas Borough School District . 13.93
Juneau, City and Borough of 12.39
Kachemak, City of : - 1200
Kaltag, City of _ 12.00
Kashunamuit School District 10.75
Kenai, City of - 3.73
Kenai Peninsufa Boroigh - _ 13.38
Kenai Peninsula Borough School District 16.36
Ketchikan, City of 21.99
Ketchikan Gateway Borough - 12.81
Ketchikan Gateway Borough School Dlstnct - 18,89
King Cove, City of - _ 512
Kivalina, City of ' 1017
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Employer (continued)

Klawock, City of

Klawock City School District

Kodiak, City of

Kodiak Island Borough

Kodiak Island Borough School District
Kotzebue, City of

Koyuk, City of

Kuspuk School District

Lake and Peninsula Borough

_ Lake and Peninsula School District
Lower Kalskag, City of
Lower Kuskokwim School District
Lower Yukon School District

‘Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mekoryuk, City of

Mountain Viliage, City of

Nenana, City of

Nenana City Public Schools

Morme, City of

Nome Public Utilities

Nome City Public Schools

Noorvik, City of

North Pacific Fisheries Management Council
North Pole, Gity of

North Slope Borough

North Slope Borough School District
Northwesi Arctic Borough

Northwest Arctic Borough School District
Nuigsut, City of

Oid Harbor, City of

Palmer, City of

Pelican, City of

Pelican Schoot District
Petersburg, City of

Patershurg General Hospital
Petershburg Public Schools
Pribilof Regional School District
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Percentage

23.57
12.00
14.93

-10.25
825

0.00°
12.00
6.69

12.00
7.33
12.00
9.24
12.16

.59
9.5%
12.00
11.68

10.00
6.20
10.87
0.00
9.05
12.00 -
1.14
294
3.92
11.57
5.94
0.00
2383 -

12.00

16.04
10.65
17.96
17.87
17.87
17.87
484




Emﬁl-byér (continued)
Ruby, City of

Saint George, City of
Saint Mary’s, City of
Saint Mary's School District
Saint Pautl, City of
Sand Point, City of
Saxman, City of
Selawik, City of
Seward, City of
Seward General Hogpital
Shishmaref, Gity of
Sitka, City and Borough of
Sitka Community Hospital
Sitka School Distriet
Skagway, City of
Skagway City School District
Soldotna, City of
Southeast Islands School District
South East Regional Resource Center
Southwest Region Schools
Special Education Service Agency

Tanana, City of
Tanana City School District
Thorne Bay, City of

Unalakleet, City of
Unaiaska, City of
Unalaska City:School District

Valdez, City of .
Valdez City Schools

Wainwright, City of
Wasilla, City of
Whittier, City of

~ Wrangell, City of
Wrangell City Schools

Yakutat, City of
Yukon Flats Scheol District
Yukon-Koyukuk School District
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Percentage

5.37

38.92
13.23
17.73

- 554

11.96
19.43
5.00
8.37
19.34
12.67
16.83
7.76
6.94
0.00 .
25,29
16.84
4.03
8.00
7902
11.70

196

13.37
8.40

12.00
0.00
6.19

11.24
i2.22

16.61
7.78
9.49

1217

15.86

19.74
0.00
6.0¢




10-YEAR COMPARISON OF VALUATION ASSETS VS. ACCRUED LIABILITIES
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Thousands

Thousands.
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10-YEAR COMPARISON OF ACTIVE VS. RETIRED MEMBERS

35

30 |

o5

15

10

1987 1988 1989. 1880 1891 1952

BRetirees |

elives

5.YEAR BREAKDOWN OF TYPES OF RETIREMENTS

1987 1988

o8

Service lﬁ’ﬂ Survivor

T2




Regular  Peace Ofiicer Fireman  *Elected Off.  Total By

Benefif Type Retireeg Retirces Retlrees Retirees Type

- Base $ 70716492 $ 8672911 § 1942262  $141,578 $ 81,473,243
Cost of Living Allowance 5,754,676 681,260 221,906 27,112 6,684,954
Non-Occupational Death : 2,595,030 102,993 77,088 11,016 2,786,127
Occupational Death - 170,518 189,203 19,729 -0- 378,450
Disability ' 2,188,749 676,454 346,544 -0- 3,211,747
Post Retirement Pension _

Adjustment 11966273 1,040,521 . 265364 22,505 13,204,663
Veluntary Annuity _ 3,277 -0- -0- -0- 3,277
Lump Sum 445848 3,161 18,466 4,231 472,706
Recalculation Adjustments 48,211 5,030 686 -0- 83,927
Occupation Subtotal $93,889,074 § 11,371,533 § 2,803,045 ~ $206442 § 108,360,094
Medical . - S $ 23,120,301

Total All Benefits : _ ' $131,480,395

* Active and Retired Elected Public Officers as of October 13, 1976, were mandatorily transferred io the Elected
PubiicOfficers Retirement System (EPORS), which was established by legislationon January 1, 1878. Under
current legislation, all other elected officiais may participate in the PERS or the TRS, or do not participate at
their option.

ALL RETIREES AS OF JUNE 30, 1991 BY OCCUPATION

Police and Fire
{B8.0%)

All Others

(92.0%)
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TEACHERS' RETIREMENT BOARD

Charles M. Arteaga, Chair Dorothy Weiis, Vice Chair
Term Expires: 1/31/23 Term Expires: 6/30/93

Cliff Koivisto,

Stephanle Winsor
Term Expires: 1/31/94

Term Expires: 6/30/03

Roger Aldrich
Term Expires: 1/31/95
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% Peat Marwick

Certitied Public Accountants

B01 West Fifth Avenug
Suite 700
Anchorage, AK 99501-2258

Divigion of Retirement and Benefits and
Members of the Alaska Teachers’ Retirement Board
State of Alaska Teachers' Retirement System:

We have audited the accompanying statement of net assets avaiiable for ptan benefits of the Staie of
Alaska Teachers’ Retirement System as of June 30, 1992, and the related statement of changes in
net assets available for plan benefits for the year then ended. These financiai statements are the
responsibility of the Plan's management. Qur responsibility is to express an cpinion on these financial
statements based on our audit. The financial statements of the State of Alaska Teachers’ Retiremeant
System as of June 30, 1991 were audited by other auditors whose report thereon dated Sepiember
14, 1981 expressed an unqualified opinion on those statements.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit fo obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supperting the amounts and disclesures in the financial statements. An audit also includes assessing
the accounting principies used and significant estimaies made by management, as well as evalualing
the overall financial statement presentafion. We believe that our audit provides a reasonable basis for
Gur apiniof,

In our opirion, the 1992 financial statements referred to above present fairly, in all material respects,
the net asseis available for plan benefis of the State of Alaska Teachers’ Retirement Systemn as of
June 30, 1992, and the related statement of changes in net assets available for plan benefits for the
year then ended in conformity with generally accepted accounting principles.

Our audit for the year ended June 30, 1992 was made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The supplementary infermation included in Schedules 1
and 2 for the year ended June 30, 1992, is prasented for purpcses of additional analysis and is not a
required part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements taken as a whole for the year ended
Jdune 30, 1892

The report of the other auditors referred o above, dated September 14, 1981, stated that they applied
certain limited procedures to the supplementary information for the years ended June 30, 1981 and
pricr, included in Schedules 1 and 2. However, they did not audit this information and expressed no
opinioft on it. :

KPme  Feat MMaruik

September 17, 1982

B
¥ ; ] G dlynveld Feat Manvick Gogrdeser
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Assets: _
~ Investments, at fair vaiue:
- United States Government deit

~ Federai agency debt
Corporate bonds, notes and: debentures
Doimestic equity poot
International equity pool
Real estate equities

Total investments

Loans and mongages, at fair market value in 1992 and
cost in 1891, net of allowance for loan losses of
$12,598 in 1992 and $4,574 in 1991

Recesivables:
Contributions :
Retirement incentive program
Accrued interest and dividends
Total receivables

Cash and cash squivalents
Total assets

Liabilities:
Accrued expenses

Due to General Fund
Totat liabilities

Net assets available for plan benefits

$ 424,620
22,846

493,450

795,659
116,680
70.478

1 ga 733

74.47%

10,075

See accompanying notes to financial statements.

78




Additions:
Investment income:
Net (depreciation} appreciation in fair value of investments
Interest
- Dividends
" Met realized gains on sales

Total investment income befors provision for
losses on loans and morigages

Provision for losses on leans and mortgages
Net investment income

Contributions:
Employers
Employees
Retirement incentive program:
Employers
Employees
Total contributions

Total additions
Deductions.
Benefits paid:
Retirement
Medical
Total benefits paid
Refunds 1o terminated employees
Administrative expenses
Total deductions
Net increase
Net assets available for plan benefits at beginning of year

Net assets available for plan benefits at end of year

$ 54,770
80,606
29,180

— 56346

220,902

{8.024}

212878

55,053
44,338

1,118

~Toram

—314.287

88,648
10,111
98,759

2,641

5812

107.012 -

207,275

1824663

$ 2,031,938

See accompanying notes to financial statements.
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(4,675)
79,202
30,228

17.499

122,252

— 947
122.845

46,056
38,687

11,926
1372
_oso0a

220.890

84,443

— 10,654
95,097

3,510

3.966
102573

118,317

- 1.706.346

1,824,663
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Descriplion

The following brief description of the State of Alaska Teachers’ Retirement System (Plan) is provided

for general information purposes only. Participants should refer to the Plan agreement for mars
complete information.

_ .Genera!

The Plan is the administrator of a defined benefit, cost-sharing, multipie-employer public employee
retirement system established and administered by the State of Alaska {State) 1o provide pension
benefits forieachers and other eligible participants. Benefit and contribution provisions are established
by State law and may be amended only by the State Legislature. The Plan is considered a part of the
State financial reporting entity and is included in the State's financial reports as a pension trust fund.
At June 30, 1992, the number of participating local government employers was:

School districts 54
Other -8
Total employers 62

Inclusion in the Plan is a condition of employment for permanent school district, University of Alaska
and State Department of Education employses who meet the eligibility requirements for participation
in the Plan. At June 30, 1991, Plan membership consisted of:

Retirees and beneficiaries currently receiving
benefits and terminated employees entltled

to future benefits : 4189
Current employees:;

Vested 5,069

Nonvested _3834

8.903

13 092

Pension Benefits
Vested smployees hired prior to July 1, 1890 are entitled to pension benefits beginning at normal.
retirement age fifty-five, or early retirement at age fifty. For employees hired after June 30, 1990, the
normal and early retirement ages are sixty and fifty-five, respectively. Employees may also retire atany
age and receive a normal be nefit when they accumulate the required credited service.

(Continued)
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The normal annual pension benefit is based on years of service and the average base salary. The
average base salary is based upon the employse’s three highest years salaries.

The benefit related to all years of service earned prior to July 1, 1990 and for years of service through
atotal of twenty years is equal to 2% of the employee’s average base salary. Thebenefit for over twenty
years of service subsequent to June 30, 1990 is aqual to 2-1/2% of the employee’s base salary.

Minimum benefits for employees eligible for retirement are $25 per month for sach year of credited
service. : _ _

Married members must receive their benefits in the form of a joini and survivor annuity unless their
spouses consent to another form of benefit or ancther person is eligible for benefits under a qualified
domestic refations order.. :

When pension benefits begin, major medical benefits are provided without costto (1) all employees first
hired before July 1, 1990 and (2} employees who are disabled or age sixty-five or older, regardless of
their initial hire dates. Employees first hired after June 30, 1990 may receive major medical benefits
prior 10 age sbdy-five by paying premiums.

Death Benefits

When benefits are payable under the 1% supplemental contribution provision, the empioyee's spouse
is eligible for & spouse pension, If there is no spouse, a survivor’s allowance may be payable to the
employee’s dependent child(ren). The amount of the pension or allowance is determined by the
employee’s base salary. Employees first hired after June 30, 1982 are not eligible to participate in this
provision.

lf an active employee dies from occupational or nonoccupational causes, the spouse may receive a
monthly pension from the Pian. When death is due to occupational causes and there is no.surviving
spouse, the employee’s dependent child{ren) may receive a monthly pansion until they are ne longer
dependents. The amount of the occupational death pension changes on the date the employee’s
normal retirement would have occurred if the employee had lived. The new benefit is based on the
employee’s average base salary at the time of death and the credited service that woutd have accrued
had the employee lived and continued t© work until normal retirement, If benefits are payable under
the 1% supplemental contribution provision, benefits are not payable under this provision.

Disability Benefits

if an employee with five or more paid up years of membership service is not efigible for normal retirement
benefits and becomes permanently disabled, the employee is entitled to a monthly benefit. The annual
disability benefit is equal to 50% of the base salary at time of disablement plus an additicnal 10% of his/
her base salary for each dependent child up to a maximum of four children. At normal retirement age,
a disabled employee receives normal retirement benefits.

{Continued)
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Effect of Plan Termination

~ Shouldthe Planterminate at some future time, its net assets generally will not be available on apro rata

basis to provide participariis’ benefits. Whether a particular participant’s accumulated Plan benefits will

- be paid depends on the priority of those hensfits at that time. Some benefits may be fully or partiatly

provided for by the then existing assets while other benefits may not be provided for af all.

Summary of Significant Accounting Policies

- Basis of Accounting

The Plan’s financial statements are prepared using the accrual basis of acoounting.

Valuation of Investments

Security transactions and any resulting gains or losses are accounted for on a trade daie (ownership)
basis.

Investments, other than real estate equities and loans and mortgages, are carried at market value to
reflect their asset vaiues as determined by the last quotsd market price at June 30, 1892 and 1981.

Real estate equities are stated aﬂ estimated market value as determined by the independent
management of the investment accounts. These investmenis do not have a readily available market
and generally represent long-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased.

At June 30, 1992, loans and mortgages are stated at estimated market value determined by adjusting
purchase yields to the current secondary morgage market conditions established by the Morigage
Guaranty Investment Corporation. At June 30, 1991, loans and mortgages are stated at cost. Dueto
the immaterial effect on the financial statements as a whole, a prior period adjusiment to correct the
valuation of loang and mortgages at June 30, 1991 has riot been made. Instead, the accurnulated
unrealized net gains and losses from past years have been récognized at Jurie 30, 1992, The following
summarizes the total net unteatized gain at June 30, 1992 (000's omitted):

Net unrealized gain, June 30, 1992 $ 3,454
Net unrealized gain, from prior years 4104
$ 7,558

(Continued)
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Historically, management of the loans and mortgages portfolio has provided an estimated aliowance
for loan losses to provide for potential credit losses. Factors considered by management in developing
the allowance for loan losses includs delinquency levals, historical charge-cifs and the aging of the post-
folio. During 1992, management elected to offerthe loan portiolic for sale, and has recorded the amount
above to reflect the portiolio’s net realizable value.

Loans and mortgages include approximately $8,303,000 and $11,375,000 for 1992 and 1861,
respectively, of other real estate owned. Other real estate owned represents propertles an which 1he
Plan has foreciosed and is ho!dlng with the intent to resell,

The mvestmen_t activity of all common stocks was consolidated October 1, 1987 with the common
stocks of other State funds to form a domestic equity pool. The activity from October 1, 1887 and the
June 30, 1992 and 1991 balances of this domestic equity pool are accounted for on a unit-accounting
basis. All income and realized and unrealized gains are allocated monthly to each participating poot
on a pro rata ownership basis. Allincome earned is included in dividend income. AtJune 30, 1982 and
1991, the Pian's investment in the domestic equity pool is comprised of the following (000's omitted):

1992 1991
Domestic equities ' $ 738,692 672,784
Interest and dividends receivable : 1,863 2,061
Cash and cash equivalents o B5104 40,442

$795,659 715,287

internationat equities at June 30, 1992 and 1991 are comprised of the following (000's omifted):

1982 1991
International equities  $ 106,846 102,830
Cash and cash equivalents _ 9834 7117

Cash and cash equivalenlé at June 30, 1992 and 1991 are cqmpris_ed ot the iolloWing (000’s omitted):

1992 3991
Interest-bearing deposits $ 8,565 a3
[nvestment maturities in transit 3,928 a12
Repurchase agreements .5 —16.200

$ 12,498 17,200
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é?o'h'ti?i'ﬁu{’iéné Réceivable

Contributions frém emproyees and employers for semce through J ’__3{;‘; are aocrued These
coritributions are considered fully collectible and, accordingly, no aflowance tor uncollsctible receiv-
abies is reflected in the financial statements.

Accrued interest and Dividends

Accrued interest and dividends reépresent amounits éarned but not yet received ais of Juné 30 Thess

__amounts are considered fully coliectitiie and, accordmgly rio allowance for uncolfectlb‘ie receivables
hasbeen reflactedih] the financial statemients. Accrued intereston loans and n‘toﬂgages i not récorded
_ uritit received.

To provide an indication of the level of credit risk assummed by the Plan at Jurié 30, 1902, the Plan’s
deposits and investments are categorized as follows:

DepoSité

Catagory 1 - Insured or collateralized with secirities Held by the State or its custodian in the
State’s name.

Category -2 - Collateralized with securities held by the pledging financial institution's trust
départment or custodian in the State’s name.

Category 3 - Uncollateralized.
Invééﬁnénts

Category 1 - lnsured or registered for which the securmes dre held by the State or its custodian
in the State’s name.

Categow 2- Unmsured and unreglstered lnvestments for whlch the securities are held by the
broker's or deéalsr’s trust departmerit or agent in the State’s iame.

{Continued)




Category 3 - Uninsured and unregistered investments for which the securities are held by the
broker's or dealer's trust department or agent but not in the S_tate’s name {000’s omitted):

Deposits - cash
" Imvestments:

United States Government
debt

Federal agency debt

Corporate bonds, notes
and debentures

Domestic equity pool

International eguity pool

Real esiate equities

3

$ 12,498

424,620
22,846

493,450
795,659
116,680
—70.478

$ 1,936,231

Category
2

3

Market

value and

carrying
value

12,428
424,620
- 22,846
493,450
795,659
116,680
70,478
1,936,231

During .1992 and 1991, the Plan’s investments {including investments bought, sold, as well as held
during the year) appreciated {depreciated) in value as follows (000's omitted):

United States Government debi
" Federal agency debt

Corporate bonds, notes and debentures

Domestic equity pool
International equity pool
Real estale equities
Loans and mortigages

85

1992 1991

$ 14,204 (1,060}
(277) :

- 23,492 2,039
20,663 23,702
2,605 {14.801)
{13,655) {14,555)
(592) -

$ 46,620 {4,675)

{Continued)
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The cast, market and carnrying valuesofthe Plan’s mvestments at Jure 30,1992 and 1991 are as follows

(000§ offiitied):

fe92:

United Statés Governmeit debt

Federal dgency debt
.Garporate bonds, notes and debentures
Domeéstic equity pool

International equity poo!

Real estate equities

Loans and moftgages

1991:
United States Government debt
Corporate bonds, notes and debentures
Domestic eqmty pool -
International equity pool
Real estate equities

Loans and moftgages, nét of allowance for loan

lossés of $4,574

o Carrying

- Market __ - Value

$ 371,99 424620 424,520
23,123 22,846 22,845
464,286 493,450 493,450
690,855 705,650 795,659
119,088 116,680 116680

. 89,908 70,478 70,478
$1,617,626 1,989,660 1,989,660
381,487 420,898 420,898
366,760 372,433 372,433
631,148 715287 715,287
115,049 109,047 109,947
86,603 80,828 80,828
74471 78367 __ 74471
§1 655, 515 1,777,760 1,773,864

State of Alaska treasury investment policy reqwres that secrities underlying repurchase agresments
frigt ave a minimum miarket value of 102% of the cost of the repurchase agréement.

(Conffm;red)




(4)

The Commissioner of Revenue has the statutory authority o invest the moneys of the Plan. This
authorily is delegated to investment officers of the Division of Treasury of the Department of Revenue,
Alagka Statute provides for the investment in United States treasury or agency securities; corporate
debt securities; preferred and commuon stock; commerciat paper; securities of foreign governments,
agencies and corporations; foreign time deposits; gold bullion; futures contracts for the purpose of
hedging; real estate investment trusts; deposits within Alaska savings and loans and mutual savings
banks; deposits with state and national banks in Alaska; guaranteed loans; notes collateralized by
morigages; certificates of deposit and banker's acceptances.

Funding $tatus and Progress.

The amount shown below as “pension benefit obligation,” which is the actuarial present value of credited
projected benefits, is a standardized disclosure measure of the present value of pension benefits,
adjusted for the effects of projected salary increases, estimated to be payable in the future as a result
of employee service {o date. This measure is intended fo heip users assess the Plan’s funding status
on a going-concern basis, assess progress made in accumulating sufficient assets to pay benefits when

~due, and make comparisons ameng plans. The measure is independent of the actuarial funding method

used to determine contributions to the Plan, discussed in note 5 below.

The pension benefit obligation is determined by William M. Marger, Incorporated and is that amount that
results from applying actuarial assumptions o adjust the accumulated benefits to refiect the time value
of money {through discounts for interest) and the probability of payment (by means of decrements such
as for death, disability, withdrawal, or retirament) between the valuation date and the expected date of

payment. The significant actuarial assumptions used in the valuations as of June 30, 1991 are as
follows: :

a.  Actuarial cost method - projected unit credit, unfunded accrued benefit liability amortized over
twenty-five years, funding surplus amortized over five years.

b. Morté!_ity basis - 1084 Unisex Pension Monality Table set forward one year for male members
and set backward four years far famale members.

C. Retiroment age - retirement rates based on actual experisnca.

d. Discount rate - 9% per annum, compounded annually, net of investment expenses.

(Continued)
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a. - Health cost inflation:

1992 12.5%
1993 - 115
1994 10.5
1995 ‘95
1996 856
1997 and thereafter ' 7.5
s Salary scaie - increase of 6,5% for thefirst five years of employmeni and 5.5% per yearthereafter.

9. Cost ol living allowance (domicils in Alaska) - 66% of those receiving benefits will be eligible to
receive the cost of living allowance. ' '

“h. - Contribution refunds - 100% of those employees terminating after age thirty-five who are vested
: will leave their contributions in the fund and thereby retain their deferred vested benefit. All others
who terminate are assumed to have their contributiens refunded.

i. Asset valuation - five-year average ratio of actuarial and book valuss of the Plan assets. The
actuarial value of the assets equals the market value of the Plan’s assets; except that fixed
income investments are carried at book value. Valuation assels cannot be outside of the range
of book and actuarial values. ' -

Turnover and disability assumptions are based upon actual historical occurrence rates of the Plan. The
foregoing actuarial assumptions are based on the presumption that the Plan will continue. Were the

Plan 1o terminats, different actuarial assumptions and other factors might be applicable in determining
the acluarial present value of accumulated benefits.

{Continued)
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At June 30, 1991, the unfunded pension benefit obligation was $250.7 million, as follows {_in millians):

Net assets available for benefits as of . _
June 30, 1991, at market - . $1.8 24.7

Pension bensfit obligation:
Retirees and beneficiaries currently receiving benefits and :
terminated employees not yet receiving benefits 1,056.5
Current employees:
Accumulated employes contributions including

allocated investment income : - 29384
Employer-financed, vested 508.5
Employer-financed, nonvested 127.3

Total pension bensfit

obligation as of June 30, 191 20754

Unfunded pension benefit
cbligation as of June 30, 1991 $ 2507

Duetochanges inthe mortality basis, discount rate, heaith cost intlation rate and cost of_Iiving aliowance
actuarial assumptions, the pension benefit obligation at June 30, 1991 decreased $68.666 miliion.

Contributions
Employee Contributions

Prior toJanuary 1, 1991, employees contributed 7% of theirbase salary as required by statute. Effective
January 1, 1991, employees contribute 8 65% oftheir base salary as required by statute. The employee
contributions are deducted before federal tax is withheld. Eligible employees contribute an additional
1% of their salary under the supplemental contribution provision. Contributions are collected by
employers and remitted to the Plan. Present employee accumulated contributions at June 30, 1992
and 1991 were $364,695,000 and $298,447,000, respectively. Employee contributions earn interest
at the rate of 4.5% per annum, compounded annually.

(Continued)
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Employer Coniributions

The Pian’s funding policy provides for periodic employer contributions at actuarially determined rates

"that, expressed as percentages of annual covered payroli, are sufficient to accumulate sufficient assets

fo pay benefits when due. Employer contribution rates are level percentages of payroll and are
determined using the projecied unit credit actuarial funding method. The Plan also uses the level
percentage of payroll methoed to armortize the unfunded liability over a twenty-!we year period. Funding
surpluses are amortized over five years.

Contributions made in accordance with actuariaiiy determined contribution requirements determined
through actuarial valuations consist of the following {000’s omitted):

1992 1991 _
~ Asa ' o - Asa
percentage percentage
of covered of coverad

Contributions payroll Contributions  payroll

Employer - $55,953 12.20% $46,056 10.90%

Employer ' - 44338 — 987 38687 915
$100,291 21.87% §84,743 20.05%
Normal Cost 87.724 19.13 81 913 19.38
Amartization of unfunded
actuarial accrued liability _12.567 274 .28 - _§&7
$100,291 = 21.87% $54 743 - 2005%

Actuarial valuations for 1892 and 1931 were performed as of June 30, 1991 and 1990, respactively.

{Continued)
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Significant actuarial assumptions used to compute contribution requirements are as of June 30, 1988
Several actuarial assumptions ai June 30, 1983 are different from those used to compute the
standardized measure of the pension benefit obligation discussed in note 4. The overall effect onthe
financial status of the Plan due 1o the revised assumptions is a 2.7% increase in the funding ratic and
a 2.51% payrolt reduction inn the employer contribution rate.

Reﬁrement incentive Program

Legislation passed in May 1986 established a retirement incentive program (RIP) designed to
encourage eligible employees to voluntarily retire in order to reduce personal services costs. The

program was available to eligible University of Alaska employess from Cctober 1, 1986 {o September
.30, 1887, and aII other employees until June 30, 1987.

Legtslataon was. passed in June 1989 and amended effective April 1, 1990, estabhshmg a second
retirement incentive program. The second program was available to state employees from Qctober 1,
19809 through March 31, 1990, and all other ermployees from July 1, 1982 through December 31, 1989.

The retirement incentive program receivables represent the reimbursement due from employers

participating in the programs and is due in minimum equal annualinstaliments so that the entire balance
is paid within three years after the end of the fiscal year in which employees retired. The amount of
reimbursement is the actuarial equivalent of the difference between the benefits the employee receives

- afier the addition of the retirement incentive under the program and the amount the employee would

have received without the incentive, less any amount the employee was indebted as a resulf of retiring

“under the program. Employees were indebted to the Plan 21% of their annual compensation for the
- school year in which they terminated employment to paricipate in the programs. Any outstanding

indebtedness at the time an empioyee was appeintad 1o retirement resulted in an actuarial ad;ustment
of his/her benefit.

-The sffect of the 1986 retiremenf incentive program on the pension benefit obligation was fuily
. accounted for in the June 30, 1988 actuarial valuation. The effect of the 1982 program on the pension

benefit obligation was fully accounted for in the June 30, 1980 and 1891 actuar:al valuations as the
eligible employees retired.

Ten-year Historical Trend Information
Ten-year historical trendinformation (where available) designedto provide information about the Plan’s
progress made in accumulating sufficient assets to pay benefits when due is presented in the

accompanying supplemental schedules of analysis of funding progress and revenues by source and
expense by type.
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Schedule 1

Unfunded
{(assets in
excess of)
pension
Unfundad ‘benefit
(assets in obligation
excess of) Annual asa
Pension Percen-  penslon covered percentage
Year ended  Net assets beneﬂi tage benefit payrofi of covered
1985 $ 866 333 $ 1,042,551 83.1% $176,218 $358110 - 49.2%
1986 1,141,650 1,115,773 102.3 (25,877) 392,136 (6.6)
1987 1,303,464 1,210,900 107.6 (92,555) 348,606 {26.6)
1988 - 1,356,575 1,347,859 100.6 8,716 361,310 2.4
1989 1,545,877 1,557,643 . 992 11,766 431,445 - 27
1990 - 1,706,346 1,895,030 90.0 188,684 . 449,838 419

1991 - 1824863 2075406 879 250,742 422,855 - 59.3

- Analysis of the dollar amounts of net assets avallab le for benefits, pension benefit obligation, and unfunded
pension benefit obligation in isolation can be misleading. Expressing the net assets available for benefits as
a percentage of the pension benefit abligation provides cne indication of the plan’s funding status on a going-
concern basis. Analysis of this percentage over time indicates whether the plan is becoming financially

- stronger or weaker. Generally the greaterthis percentage, the strongerthe plan, Trendsinunfunded pension
benefit obligation and arnual covered payroll are both affected by inflation. Expressing the unfunded pension
benefit obligation as a percentage of annual covered payroll approximately adjusts for. the eifects of inflation
and aids analysis of the pian’s progress made in accumuiating sufficient assets to pay beneﬂls when due.
Generally, the smaller this percentage the stronger the plan.

See accompanying notes to required supplementary information.
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Schedule 2

Employer
contribuiion
Revenhues by source asa
Unrealized percentage .
appreciation of annual
Year ended Employee Employer Investment (depreciation} - coverad
1983 . $24548 $54718 $ 62,846 % 38,218 $ 178,328 18.6%
1984 27,257 - B3,316 61,559 {48,194) 103,238 19.4-
1985 28,176 - 68,826 74,171 78,418 250,591 19.2
1986 32,039 69,276 119,173 - 103,843 324,131 17.7
1987 34,159 58,177 143,692 {(15,677) 220,351 16.7
1988 33,104 89,363 100,239 {75,566) - 127,140 18.2
1989 31,888 47,348 125,170 65,243 269,649 11.0
1990 35,224 53,670 146,612 12,129 247 835 119
1991 40,059 57,982 127,524 (4,675) 220,890 141
1892 - 44,338 57.071 166,132 46,620 314,161 124
Expense by type
Refunds 1o
Retirement Madical terminated Administrative
benefits benefitg employees expenses Total
1983 %5 24,053 $ 2,307 % 2,509 $ 1,606 $ 30,475
1984 27,792 3,257 3,004 1,606 35,748
1985 . 33,360 4,393 3,126 2,951 T 43,830
1986 38,476 4,424 3,311 2,603 48814
1987 48,183 4,613 4,239 3,502 58,537
1088 60,939 5,040 3,798 4,252 74,029
1989 65,328 3,073 2,953 3,993 80,347
1990 71,134 9,713 2,896 3,423 87,188
191 84,443 10,654 3,510 3,966 102,573

1992 88,648 10,111 2,641 - 612 107,012

Contributions, including contributions under the refirement incentive program, were made in accordance with
actuarially determined contribution reguirements. '

See accompanying notes to required supplementary information,
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Al sigr-_riﬁt:anl accounting policies, benefit provisions and actuarial assumptions are the same for the required
supplementary information and the financial statements except as foliows:

Thie Pldn's actuarial funding method for the years ended Juné 30, 1978 through June 30, 1984 was attained
age normal. Effsctive July 1, 1984, the Plan adopted the projesied unit credit actuarial funding method.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Actuarial funiding surpluses are
amortized over fwe years rather than twenty-five years. The assumed rate of interest was increased fram 8%
to 9% per year. The salary scale assumption was lowered to 6.5% per year for the first five years of
employment and 5.5% per year thergafter, down from 8% and 7%, tespeciively. Health ¢are cost inflation
was increased to 9% rather than 8%. Turnover and dlsab;hty assumphons were revised based on actual

experierice in 1981 through 1985, o '

Effective July 1, 1990, the health care cost was changed from a flat 9% to the following graduations:

Year ~ Perannum
1992 12.5%
1943 . 115
1904 10.5
1995 9.5
1996 8.5
1997 and thereafter 7.5

Turnover retirernent and disability assumptions were revised based on aétual experience in 1986 throtgh
1990. The mortality tables were set forward one year for male members and sét backward four years for
temdle members; previously, the martality table had been set back one and one half years for all members
The ¢cost of living a!lowance was increased from 54% to 66%.
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Highlights

This report has been prepared by William M. Mercer, Incorporated to

(1) present the results of a valuation of the Alaska Teachers’ Retirement System as of
June 30, 1991; _ :

{2) review experience under the plan for the year ended June 30, 1991;

= {3) determine the appropriate contribution rate for the State and each school district in
i the System;

{(4) provide reporting and disclosure information for financial statements, governmental
agencies, and ather interested parties.

The report is divided into two sections. Section 1 contains the results of the valuation. Itincludes
the experience of the plan during the 1990-21 plan year, the current annual costs, and reporting
and disciosure information.

Section 2 describes the basis of the valuation. It summarizes the plan provisions, provides
information relating to the plan paricipants, and describes the funding methods and actuarial
assumptions usad in detarmining liabilities and costs.

The principle results are as follows:

Funding Status as of June 30: 1930 1991
{a} Valuation Agsets” $1,662,242 $1,779,579
(b)  Accrued Liability" 1,895,030 2,075,405
(¢) Funding Ratio, (a)/ (b) 87.7% 85.7%

* In thousands.

Employer Contribution Rates for Fiscal Year: 1933 1994
{a)} Normal Cost Rate 14.07% 9.05%
(b} Past Setvice Rate 5.58% 8.54%
{¢) Total Coniribution Rate 19.85% 15.59%
(d) Three-year Average Rale 15.689% 16.80%
(e) Actuarial Projection Rate N/A 12.00%

= Wiliiam M. Mercer, Incorporated
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In preparing this valuation, we have employed generally accepted actuarial methods and
assumptions, in conjunction with employee data provided to us by the plan sponsor and financiai
information provided by the audited report from Coopers & Lybrand, to determine a sound value
for the plan liabilities. We believe that this value, and the method suggested for funding it, are
in full compliance with the Govermnmental Accounting Standards Board, the Internal Revenue
Code, and ail applicable regulations.

Respactully submitted,

Brian R. McGes, FSA Peter L. Godfrey, FIA
Principal ' - Associate
BRM/PLGIls

April 3, 1892

Willam M. Mercer, Incorporated '
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As shown in the Highlights section of the report, the funding ratio as of June 30, 1991 has decreased from
87.7%t0 85.7%, areduction of 2.0%. Thetotal employer contribution rate has reduced from 19.65% of payrolf -
for FY93 1o 15.59% for FY94, a reduction of 4.06% of payroll. The three-year average rate has increased
from 15.69% of payroll for FY33 to 16.80% for FY94, a 1.11% increasa. The increase in the three-year
average rate reflects the increase in the total rate for FY83 to 18.65% of payroll. The reasons for the change
in the funded status and contribution rate are explained below.

1.

Retiree Medical Insurance

As you are aware, retiree medical premium experience has, in recent years, caused largs fluctuations
in the employer contribution rate. The following table summarizes the monthly premium per bensfit

. recipient since retiree medical benefits have been provided under PERS and TRS.

1977 $34.75 — —
1978 57.64 66% —
1979 69.10 S 20% 20%
1880 64.70 _ - 8% 6%
1981 96.34 _ 49% 19%
1982 96.34 0% 14%
1983 115.61 20% : 15%
1984 156.07 35% o 18%
1985 191.85 24% 19%
1986 168.25 -12% 4%
1987 165.00 : - 2% : 1294
1988 140.25 -15% 9%
1989 - 211.22 ' 51% . 13%
1990 252.83 ' 20%, 13%
1991 24398 ' - 4% 12%
1992 243.98 - 11%
1933 226.90 -7% O 10%

As you can see from the above table, the monthly retiree medical premium remained unchanged during
the year, al $243.98. The premium for the 1993 fiscal year has reduced 10 $226.90, adecrease of 7%.

in years priorto FY22, the post-65 premium rates were increasing faster than pre-85 rates. The FYg2
rates remained unchanged and the trend reversed in FY93. The post-65 FYQ3 rate reduced by 10.8%
while the pre-85 FY93 rate reduced by 2.6%. The combined eifects of a reduction inthe FY83 rate and
the FY92 rate remaining unchanged resulted in an actuarial gain to the System from retiree medical
premiums.

Fluctuations in the health premium affect not only the past service contribution raie (dus to actuarial

gains and losses) but also the normal cost rate. Last year's medical premium experience resulted in
a reduction in the normal cost rate of 1.76% and a reduction in the past service rate of 1.25%.
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Investment Pariormance

Jnvestment return was lass than expected during the year resulting in an-actuariat loss to the System.

The approximate rate of return based on market valugs was 8.97%. The effect of the five-yoar

smoothing technique was a rate of return based on valuation assets of 7.09%. ‘As this rate was lower

than the assumed rate of refurn of 9%, the System experiericed an actuarial loss from investment

performance equal to $31,706,000 which had the effect of increasing the total employer contribution
rate by 0.70%. - . } o

Salary Increases

~inrecent years saiafy increases have been less than anticipated in the valuation assumptions. _This
was again true last year bui 1o a much less extent than in prior years. Salary experience resulted in
a small actuariai gain which generated a reductioninthe iotal employer contribution rate equalto 0.20%.

| Employee Data

Section 2.2 provides statistics on active and inactive pé ticipants. The number of active participants
. increased 3.7% from 8,586 at June 30, 1990 to 8,903 at June 30, 1991, The average age of aclive
. participants increased from 42.21 to 42.28 and average credited service reduced from 10.62 fo 10.48
yOars. . o . o

" The number of retirees and beneficiaries increased 11.3% from 3,184 to 3,544, and their average age
decreased from 62.45 to 61.64. There was a 21.0% reduction in the number of vested terminated
participants from 816 to 845. Their average age fell from 46.75 to 45.57.

The overall effect of these paricipant data changes was an actuarial loss to "'(_he System, resuiting in
an increase in the past service rate equai to 0.72%. These demographic changes also had the effect
of increasing the normal cost rate by 0.24%.

Retirement Incentive Program

The second Retirement Incentive Program has been available to participants since June 30, 1989.
State employees had until November 1, 1990 to retire and other TRS participants hadto retire by August
1, 1890 to qualify for the RIP. The effects of the RIP can be seen in the increase in the number ot new
service retirees between June 30, 1989 and June 30, 1991. There were 198 new retirees during the
year ending June 30, 1990 and 507 new retirees during the year ending June 30, 1991, Furthermore,

_the average age of ali retirees decreased from 62.45 to 61.64 during the year ending June 30, 1921
reflecting the younger aveérage age of members retiring under the RIP.

As with the first RIP, the cost is being borne by employers based on the actuarial value of the extra
benefits, calculated individually for each employee electing to retire under the program. This cost is
being paid over a three-year period. If the assumptions underlying the calculated cost of the RIP are
met, the total cost 1o the System will be equal i the employers’ payments.

‘Change in Actuarial Assumptions

Thé report on the Study of Actuarial Assumptions in October 1991 proposed arevised set of valuation
assumptions using the actual experience of the System during the five-year period 1986-30. The
* analysis resulted in revisions tothe assumptions for the future health premiumtrend, morlality, tumover,
disability, retirement and the percentage of benefit recipients expected to remain in Alaska. The
investment return assumption remained the same at 9% per year. All assumptions are described in
detail in Section 2.3 of the report.

The Study of Actuarial Assumptions disclosed that the overall effect on the financial status of the
System due fo the revised assumptions is a 2.7% increase in the funding ratio and a 2.51% of payroll
reduction in the eontribution rate.
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7. Actuarial Projections

Atthe Fall 1991 Board Mestings, the TRS Board approved the use of an enhanced actuarial projection
system in the valuation repor this year. The same actuarial cost method is used, but the enhanced
system projects population growth patterns and their associated liabilities 25 years into the foture. By
also projecting plan assets, this report in effect produces an actuarial valuation for each of the next 25 .
years. Section 1.6, Actuarial Projections, contains the resuits of this analysis. -

Thistype ofinformation can be especially usefultotwo-tiered systems, such as TRS. Allofthe projected
new entrants will be covered under the cost savings provisions of the second tier, so that the ultimate
effect of the second tier on plan liabilities can be anticipated. As you can see in Section 1.6, based on
the actuarial assumptions and cost method, future coniribution raies are expected to decline, and then
level out in 15 to 20 years.

We are proposing to the Beoard that sound actuarial prmmples would support leveling aut this
contribution pattern to anticipate the second tier provisions coming into effect. Inthis way, amore stable

- contribution pattern could be adopted to help the State and school districts better budget retirement
expenses. This enhanced projection technique would be used annually so that a continuous tracking
of the contribution rate to the requirements could be made. Appropriate adjusiments to the rate wouid
stili be proposed annually, but they should be much smailer than some sesn in the past.

This enhanced projection and smoothing would replace the three-year smoothing of the contribution
rates currently employed by TRS. We recommend that the employer contribution rate adopted for FY94
be 12.00% under this approach.

This rate inciudes a degree of conservatism for the following reasons:

1. Actuarial valuations are based on several assumptions, and the projection technsque adds more.
Actual system experience will vary from that assumed, so a degree of margin is appropriate when
adopting a longer {erm rate.

2. Sound actuarial principles aiso suggestthat retirement systems shouid fund employees’ benefits
while they are working. By leveling out the two-tier phenomienon, intergenerational inequities
could occur. Since current contribution reguirements are higher, the level rate is set higher than
ittheoretically needs to be, to ailocate proporttonately more of the cost to current generations and
thus reduce the inequities.

Summary

The following iable summarizes the sources of change in the total employer contribution rate:

{1)  Last year's tolal empioyer contribution raie (before smoothing) 18.65%
{2)  Decrease in past service rate due to retiree medical insurance {1.25%)
(3}  Decrease in normal cost rate due to retiree medical insurance {1.76%}
(4 Increase due to investment performance 0.70%
{5) Decrease due to salary increases (0.20%)
(8) Increase in past service rate due to demographic experience 0.72%
(7) Increase in normal cost rate due to demagraphic experience 0.24%
(8) Decrease in total employer contribution rate

due to change in actuarial assumptions {2.51%)
{9)  Tolal employer contribution rate this year {before smoothing) 15.58%
(10) Effect of three-year smoothing 1.21%
(11) Smoothed rate 16.80%
(12) Effect of enhanced Actuarial Projection system {4.80%;)
{13} Proposed employer contribution rate 12.00%
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Valuation of Liabilities

A.

Actuarial Method - Pro}eéted Unit Creditt (ho change}; Liabilities and coniributichs showninithe report
are computed using the Projected Unit Credit method of funding. - The unfunded accrued liability is
amortized over 25 years. Any funded surpluses are amortized over five years. -

The objective under this method is to fund each participant’s benefits under the plan as they accrue.
Thus, each participant’s ictal pensiot projected to retirement with salary scale is broken down into units,
each associated with a year of past or future service. The principle underlying the method is that each
unit is funded in the year for which it is credited. Typically, when the method is introduced there will be
an initial fiability for benefits credited for service prior to that date, and to the extent that this liabitity is
not covered by Assets of the Plan there is an Unfunded Llabt!rty 1o be funded over a chosen period in
accordance with an amonization schedule.

An Accrued Liabi!ity is caloulated at the valuation date as the present value of benefits cradited with
respect 1o service 1o that dale.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Agsets of
the Pian. The level annuat payment fo be made over a stipulated number of years to amortize the
Linfunded Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expecied to be credited with respect
to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability. subject to amortization.

Actuarial Assumptions -

1.  Interest 9% per year, compounded annually, net of expenses.

2. Salary Scale B.5% per year for the first five years of employment and 5.5% per year
thereafter.

3.  Total Inflation Total inflation as measured by the Consumer Price index for urban and

clerical workers for Anchorage is assumed to increase 5% annually.

4. Heaith Gost Trend 1982 . 12.5%
' 1993 - 11.5%
1994 - 10.5%
1885 vo- 9.5%
1996 - 8.5%
1997 and iater - 7.5%

5. Mortaiity 1984 Unisex Pension Morality Table, set forward one year for male

members and set backward four years for female memkers, Ali deaths are
assumed 1o result from nonoccupational causes.
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- B.  Turnover Baseduponthe 1986-90 actual total turnover experience. (See Table 1).

7. Disability Incidence rates based upon the 1986-90 actual experience, in accor-
dance with Table 2. Post-disability mortality in accordance with rates
published by the Pension Benefit Guaranty Corporation to reflect mortal-
ity of those receiving disabiiity bensfits under Social Security.

8. Retirement Age " Retirement rates based upon the 1986-80 actual experience in accor-
dance with Tabile 3.

8. Spouse’s Age Wives are assumed to be four years younger than hushands.

10. Dependent Children Benefits o dependent children have been valued assuming members
who are not single have one dependent chiid.

11.  Contribution Refunds 100% of those terminating after age 35 who are vested will leave their
contributions in the fund and thereby retain their deferred vested bensfit.
All others who terminate are assumed 1o have their contributions re-

funded.

12. C.O.L.A. Of those benefit recipients who are eligible for the C.OL.A., 66% are
assumed to remain in Alaska and receive the C.O.L.A.

13. New Entrants Growth projections were made for the active TRS poputation under three
scenarios:

Pessimistic: 0% peryear
Median: 1% per year
Optimistic: 2% per year

14. Sick Leave 4.7 days of unused sick leave for each year of service will be available to
be credited once the member is retired.

15. Expenses Expenses are covered in the interest assumption.
Vaiuation of Assets

Based upon the five-ysar averaga ratic beiwesn actuarial and book values of the System’'s assets. The
actuarial value of assets equals the market value, except that fixed income investments are carried at
book value. Assets are accounted for on an accrued basis and are taken directly from audited financial
statements provided by Coopers & Lybrand. Valuation assets cannot be outside the range of bock and
actuarial values.

Valuatlan of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 cost
and lower post-85 cost (due to Medicare) were assumed such that the total rate for all retirees equals
the present premium rate. These medical premiums are then increased with the health infiation
assumption. The actuarial cost method used for funding retirement benefits is also used to lund health
bensfits.

ForFY92, the pre-65 monthly premium is $318.94 and the post-85 premium s $121.50, based on atotal
blended premium of $243.98. For FY93, the pre-65 menthiy premium is $310.80 and the post-65
premium is $108.37, hased on a total blended premium of $226.90. These rates and the pre-65/post-
65 split were provided by Deloitte & Touche. '
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Select Rates of Turnover Ultimate Rates of Turnover

During the First 10 Years After the First 10 Years
of Employment - of Employment
Year of
Employment Rate Ages Rate
1 26 20-39 03
2 24 40+ .02
3 16
4 12
5 11
8 10
7 .09
8 .08
9 09
10 08
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Age Rate
20 14
21 14
22 14
23 15
24 15
25 15
26 5
27 A5
28 16
29 18
30 18
31 17
32 A7
33 .25
34 34
35 A4
36 53
37 64
38 75
38 87
40 99
4 112
42 1.25
43 1.39
44 1.53
45 1.68
46 1.84
47 2.00
438 217
19 2.34
50 2.52
51 2.70
52 2.89
53 3.08
54 3.20
55 3.49
56 3.70
57 3.02
58 4.14
59 437
&0 4.61
61 484
62 5.03
63 534
64 5.60
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Age at
Retirement

50
51

52
53
54

1

288 RABR

Retirement
Rate

A6

Forages less than 50, teachers are assumed to retire two years after the earliest agethey are eligible ic retire.
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Active Members

(1} Number

(2) Number Vested

(3) Average Age

(4) Average Credited Service
(5) Average Annuat Salary

Retirees and Beneficlaries

(1) Number
(2) Average Age
(3) Average Monthly Benefi:
Base
C.OLA.
P.R.P.A.
Total

Vested Terminations

(1) Number

(2} Average Age

{(3) Average Monthly Benefit

7,797
4,198
41.09
10.45

$44,710

2376
62.83

$1,304
$87
$268
$1,659

777
4782
$1,391

1988
8218
4,053
41.34
10.46

$ 43,966

2872
61.41

$1,460
$102
$208
$1,770

408
44.26
$847

Non-Vested Terminations With Account Balances

(1} Number

(2) Average Account Balance

1,529
$9,421

038
$9,773

1989

8,527
4,787
41.82
10.61
$ 44,506

3,008
61.85

 §1476
$102

$234
$1,812

508
4511
$957

943
$9,765

1990
8,586
4,890
42.21
10.62

$ 45,388

3,184
62.45

$1.491

$100
$262
$1,853

816
4875
$1,244

985
$10.244

1891
8,903
5,060
42.28
10.48
$47.473

3,544
61.64

$1,587
$105
$238
$1,930

645
4557
$897

1,003

| $10.270
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Setvice Retirements 1987

(1)

(2)
(3)
(4)
(5)
(6)

Number, Prior Year 1,922
Net Change During Year 272
Number, This Year 2,194
Average Age At Retirement - 56.08
Average Age Now . 8352
Average Morithly Benefit $1,672

Surviving Spouse’s Benefits

n
(2)
(3)
(4)
()
(6)

Number, Pricr Year &9
Net Change During Year 1
Numiber, This Year _ 70
Average Age At Retirement 53.93
Average Age Now . 63.49
Average Monthly Benefit $750

Survivor's Benefits {other than spouses)

{1} Number, Prior Year 34
(2) Net Change During Year {2)
(3) Number, This Year - 32
(4) Average Ags At Retiremsnt 39.04
(8) Average Age Now ' ' 48.77
(8) Awverage Monthly Benefit . 81,746
Disabilities

(1} Number, Prior Year - 73
{2) Net Change During Year ' 7
{3) Number, This Year 80
(4) Average Age At Retirement 44.60
(5) Average Age Now 48.93
{6} Average Monthly Benefit $2,075

Total Number of Retirees 2,376

70
15

85
55.83
66.74
$703

32

3615
44.66
$1,513

80

11
A
4439
45.87

$2,125

2,972

103
55.56
67.26

$738

36

(5)

1
35.42
43.73
$1,852

o1

4422
49.71
$2,267

3,098

103

108
55.76
67.79

$794

31

31
35.42
44.73

$1,661

97
44,18
50.14
$2,304

3,184

2,948
a74
3.322
54,14
51.82
$1,850

108

17

125
54.44
65.95
$1,083

31
(30)

23.81
41.68
$544

a7 -
(1) -
98
- 44.15
50.33

3544
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(2)

(3)

(4)

Effective Date

June 30, 1955, with amendments through June 30, 1991. Chapter 97, 1990 Session Laws of Alaska,
created a two-tier refirement system. New members who are first hired under the TRS after June 30,
1990 are entitled to different benefits than those members who were hired before July 1, 1990.

Administration of Plan

The Commissioner of Administration is responsible for administration of the system: the Alaska
Teachers’ Retirement Board prescribes policies and adopts regulations to carry out provisions of the
system; and the Commissioner of Revenue invests the funds. The Attorney General represents the
system in legal proceedings.

Membership

Membership in the Alaska TRS is compulsory for the following employees:

. certificated full-time and part-time elementary and secondary teachers, certificated school
nurses, and certificated employees in positions requiring teaching certificates;

. the Commiissioner of the Alaska Department of Education and certificated supervisors employed
by the Department of Education in permanent positions requiring teaching certificates;

. University df Alaska full-time and part-time teachers, and full-time administrative employees in
positions requiring academic standing if approved by the TRS administrator (employees who
~ elect to participate in the University of Alaska's optional retirement plan are exciuded);

) certain full-time or part-time teachers of Alaska Native language or culture who have elected fo
be covered under the TRS;

s members on approved sabbatical leave under AS 14.20.310: and
. certain State legislators who have elected to be covered under the TRS.

TAS members who receive TRS disability benefits are also covered under the TRS and eam
membership service while they are on disabiiity.

* Additionally, employees who work hali-time in the TRS and half-time in the Public Employees’

Retirement System (PERS) simultaneously are eligible for half-time TRS and PERS credit.
Credited Service

A year of membership service is defined to be the same as a school term Whibh is currently a minimum
of 172 days, and fractional service credit is on a daily rate basis. Credit is granted for all Alaskan public
school service, '

TRS members may claim TRS credit for the following service:
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(5)

Outside teaching service. Members may claim up 1o ten years of outsidé service for their
employment in out-of-state schools or Alaska private schools. Outside semme includes
employtrient as:

(@) cemﬂcated full-time elementary and secondary teachers and cerlificated full-time employ-
ees in positions which require teaching certificates as a condition of employrient with out-.
of-state public schools and approved or accredited nonpublic schools either inside or

" putside of the United States supported by U. 3. funds;

(b) full-ime employees in out-of-state institutions of higher learning requiring acadsmic
standing and accreditation; or

{c) fuiltime teachers in approved or accredited nonpublic institutions of higher learning in
~ Alaska. '

-Gontributions are required for service which is claimed. For membars first hired after June 30, 1878,

the full actuarial cost of providing benefits for the service will be borne by the member. Credit for
fractional years of outside service is not allowed.

Part-time teaching seivice. Members receive one-half year of membership service for éach
year as a part-time teacher.

Military service. Members may claim up to five years of military service; however, the combined
total of outside and military service may not exceed ten years, uniess entry into the military is
immediately preceded by TRS service and following discharge is continued by TRS service within
one year, Contributions are reqmred for service which is claimed. Credit for fractional years of
military service is allowed.

Bureau of indian Affairs (BIA) service in Alaska. Memtiers may claimtheir Alaska BiA service

- ‘as professional educators and certificated full-iime teachers in positions requiring teaching

certificates. Contributions are required for service which is claimed. Credit for fractional years
of BIA service is altowed.

Retroactive service. Members may claim their earlier Alaskan service that was not creditable
at the time it occurred, but later became creditable because of legislative chiange. Retroactive
contributions are required for earlier service that occurred after June 30, 1855. Contributions are
not required for service before July 1, 1855,

Unused sick leave. Members may claim thelr unused sick leave after they retire. Contrlbullons
are not required.

Leave of absence without pay. Members may receive credit for their employer-approved leave

* of absence without pay. Contributions are required.

Computation of Average Base Salary

Amember's average base salary is determined by averaging the highest base salaries that the member
faceived for any three years of membership service during which the member received compensation
for at least two-thirds of each school year.
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(7)

®)

| Employer Contributions

The employer contributes an amount required, in addition to member contributions, to finance the
benefits of the system.

Employee Contributions

Mandatory Employee Contributions: 8.65% of base salary. Employee contributions are deducted
from the gross salary befere federal income tax is withheld.

Note: Priorto January 1, 1991, the rate was 7%. Employee contributions were deducted fromthe gross
salary after federal income tax was withheld.

interest Credited: - 4.5% compounded annually on June 30.

Refund of Contributions: If a member terminates TRS employment, the balance of the member’s
account (mandatory contributions, indebtedness paymants and interest earned) may be withdrawn by
the member.

Note: The contribution accounts of terminated members may be attached to satisfy claims made under

_ Alaska Statute 08,38.085, federal income tax levies and valid Qualified Demestic Relations Orders.

Reinstatement of Contributions: If mandatory contributions are withdrawn, the member must retumn
to TRS employment in order to reinstate the refunded service. Upon reemployment, an indebtedness
will be established for the amount of the refund. Contributions that are attached to satisfy claims under
Alaska Statute 09.38.065 or a federal tax levy may be reinstated at any time; the member is not required
to return to TRS employment, Theindebtednsess will accrue interast until itis paid in full or the member
retires, whichever occurs first.

Refund at Death: If monthly survivor's benefits are not payable upon the member's death, the
member's contribution account balance, including mandatory and supplemental contributions, indebt-
edness payments, and interest earned, will be paid to the designated bensficiary. When the member
has more than one year of TRS service, the beneficiary will also receive $1,000 plus $1060 for each year
of membership service (not to excesd $3,000). An additional $500 may be payable if the member is
survived by dependent children.

1% Supplemental Contributions

If a member first joined the system before July 1, 1982 and elected to patticipaie in the supplemental
contributions provision, a spouse's pension and/or supvivor's allowance may be payabie to his or her
spouse and dependent children. To padicipate, the member must contribute an additional 1% of his
or her base salary. An election to participate must be made no later than 90 days after marriage, the
birth or adoption of a child, or reemployment inthe system if there was at least a twelve (12) month break
in service.
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Normal Retirement Eligibility

The first of the month following the eatlier of {a) or (b) below:

(@)

(b)

Upon attaining age 60 {age 55 for members who participated before July 1, 1990) and meeting
one of the following service requirements: .

(i

(i) .

(i)

(iv}

v)

Qr,

Eight years of fully-paid membership service; or

15 years of fully-paid creditable service, the last five of which have been membership
service; (it hired after June 30, 1975 a member neads sight years of fully-paid membership
service); or

Five years of fully-paid membership service and three years of fully-paid Alaska B.1.A.
service; or

12 years of combined part-time and full-time fully-paid membership service {at least one-
hatf year each}; or

two years of fully-paid membership service if the member is vested in the Public
Employees’ Retirement System;

At any age after mesting cne of the following service requirements:

i)

(i)
(i)

(v)

25 years of fully-paid creditable service, the last five of which are me'mbersh'ip service; or
20 years of fully-paid membership service; or

20 years of fully-paid coribined membership service and Alaska B.LA. service, the last five
of which are membership service. :

20 years of combined part-time and full-time fully-paid membership service (at least one-
half year each).

A member who has been receiving TRS disability benefits is sligible for a service retirement
benefit upon satisfying normal retirement ehgnb;lﬂy

(10) Normal Retirement Benefit

Two percent of average base salary for the first twenty years of service, and 2 5% for all remaining
years. Service before July 1, 1990 is crediied at 2%. :

Minimum Banefit: $25 per month for each year of credited service.
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(12)

(13}

(14)

(15)

Early Retirement Eligibility

Upon attaining age 55 (age 50 for members who participated before July 1, 1890) and msesting one of
the following. service requirements:

(a) Eight years of fully-paid membership service; or

by 15 years of fu!ly pald creditable service, the last five of which have been membershlp setvice, (if
hired after June 30, 1875 a member needs eight years of fully-paid membership service); or

(¢) Five years of fully-paid membership service and three years of fully-paid Alaska B.LA. service;
or _ _

{d) 12 years of combined part-time and tull-time membership service (at least one-half year each);
or

(e} two years of fully-paid membership service if the member is vested in the Public Employess’
Retirement System.

Early Retirement Benefit

Actuarial equivalent of the normal retirement benefit based on service and salary to early retirement
date. _

Deferred B_enefit

Eligibility:

Refer to {9) Normal Ratfrement Eligibility and (11} Early Retirement Eligibility (page 25 - 26).

_ thdrawal of employee contributions voids rights to benefits,

Amount Reter to {10} Norma/ Retirement Benefit and {12} Early Her:rement Benef;t above.

Indebtedness Owing At Retirement

. 1 on the date of appointment to retirement, a member has not paid the full indebtedness amount

including interest to the retirement fund, the member’s retirement benefit will be reduced for life by an
amount equal o the actuarial equivalent of the ouistanding indebtedness at the time of retirement.

Re-employment of a Retired Teacher
If a retired member is resmployed in a position cavered under the system, the retirement benefit will

be suspended during the period of reemployment. During such penod of reemployment, retirement
contributions are mandatory.

~ Amember who returns to TRS employment after retiring under the Retirement Incentwe Program {RIP)

will:

{a} forfeit the three years of incentive credits that were granted; and

"{b) be indebted to the system in an amount equal to 110% of the benefits that were paid because

of the member's participaticn in the RIP, including health insurance costs. The indebtedness is
reduced by the amount that the member paid to participate.
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(17)

(18

Disability Retirement Benefits

A disability retirement benefit may be paid if a member becomss permanently disabied before the
normal retirement date and has at least five years of fully-paid membership sarvics.

The benefit is equal to 50% of the disabled member's base salary immediately prior to becoming.
disabled. This benefit will be increased by 10% of the member 5 base salary for each minor child up
to a maximum of 40%. :

When the disabled member becomes eligible far nermal retlrement the d;sabllrty bensfit will ierminate
andthe member will be appointed to nermal retirement. The normalretirement benefit will be computed
as if the member had been in membership service during the period of disability.

Dseath Benefit Before Retirement
Nonoccupatlonai Death

Upon a nonoccupational deathof a member who has made no supplementat contributions orwho made
supplemental contributions for less than one year and has completed less thanone year of membership
service, a lump-sum benefit shalt be paid to the designated beneficiary.

The lump-sum benefit is the member's contribution account balance, including mandatory and
supplemental contributions, indebtedness payments and interest earned.

iithe member s in active service at the time of death and has completed at least one yearof membership
service, but is not vested, the beneficiary will also receive $1,000 plus $100 for each year of membership
service {not 1o exceed $3,000). An additional $500 may be payable if the memberis survived by
dependsnt chaldren

Upona nonoccupatro nal death of a vestad member or deferred vested member who has not made the
required supplemental contributions, the surviving spouse may slect to receive the benefits described
intheprevious paragraph ora50%jointand swvworophon based onthe member’s average base salary
and credlted service at the time of death.

Occupational Death

Upoh ani occupational death of a member who has not made the required supplementat contyibutions,

amonthly survivor's pension equal to 40% of the base salary at the time of death or disability, if earlier,

may be paid to the spouse. Ifthere is no spouse, the pension may be paid to the member's dependent
children. On the member’s normal retirement date, the benefit converts to a normal retirement benefit
based on the member’s average base salary on the date of disability or death and credited service,
including the period from the date of disahility or death fo the normal retiremenii date.

Death Benefits After Retirement
If 2 member had received retirement benetits prior to his or her death, the designated beneficlary will
receive the member’s contribution account halance, minus any benefits dlready paid. However, ifthe

member elected one of the joint and survivor options (50%, 66-2/3% or 75%; at retirement, an. eligible
spouse would receive a continuing monthly benefit for the rest of his or her life.
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(21)

(22)

Survivor’'s Allowance - Supplemental Contributions

If a member has made supplemental contributions for at least one year and dies while in membership
service, or while receiving TRS disability benefits, or if the member hag made supplemental
contributions for at least five years and dies while on retirement or in deferred vasted status, and is
survived by depandent children, the surviving spouse and/or dependent children are entitled 1o a.
survivor's allowance. '

The allowance for the spouse is equal 1o 35% of the member's base salary at the time of death or
disability, plus 10% for each dependent child up to a maximum of 40%. The survivor's allowance
commences the month following the member’s death. When there is no longer an sligible dependsnt
child, the survivor’s allowance ceases and a spouse’s pension becomes payabie.

Spouse’s Pension - Supplemental Contributions

if a member has made supplemental contributions for at least one year and dies while in membership
service, or while receiving THS disability henefits, or if the member has made supplemental
contributions for at least five years and dies while on retirement or in deferred vested status, the
surviving spouse is entitted to receive a spouse’s pension.

Thepensionis equal to 50% of the retirement benefit that the deceased member was receiving or would
have received if the member had been retired at the time of death. The spouse’s pension commences
the month following the member’s death or cessation of the survivor’s allowance. The pension ceases
when the spouse dies.

Post-Retirement Penslon Adjustment

A post-retirement pension adjustment will be issued to an eligible benefit recipient each year if the
consumer price index (CPI) increases during the prior calendar year. The adjustment to the benefit,
excluding the cost-of-living allowance, will be:

(a) 75% of the CPI increase (not to excead 9%) for recipients who are at lsast age 85 or on TRS
disability; or

{b} 50% ofthe CPlincrease (not to exceed 6%) for recipients who are at least age 60 but under 65,
and for recipients who have been receiving benefits for at least eight years who are under age
60. '

(Ad hoc PRPA’s of up to 4% may be issued to retirees who were first hired before July 1, 1990
if the CPJ has increased a_nd the financial condition of the fund will permit an adjustment).

Cost-of-Living Allowance
Starting at age 65, a retired member who remains in Alaska is eligible for a cost-of-living allowance

(COLA) equalto 10% of the base retirement benefit. Members who were first hired before July 1, 1990
or who are receiving disability benefits are eligible for COLA, regardless of age.
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¢ WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF REVENUE = | P 0. BOX 110400
M JUNEAU, AK 99811-0400
: i . H 52500
OFFICE OF THE COMMISSIONER | PN {ooT) 000086

| am pleased to present the Depanment of Revenue’s second annual Teachefs’ Retirement Trust Fund
(Fund) Report of Assets. The successes of managing the Fund in fiscal year 1992 were many. The Treasury
Division within the Department was instrumental in achieving the successes. :

When we ended the 1892 fiscal year, the Fund had grown to $2.0 billion doflars. This growth was astablished
by investment earnings of $208.8 million and net contributions of $2.1 millior. My responsibility for the
continued pasitive investment performance of the Fund is one which | take very seriously.

The $208.8 million dollars of investment income represents an investment retuimn to the Fund of 11.2%. The
actuarial rate of return assumption adopted by ths Teachers’ Retirement System (TRS) board is 2.0%. The .
investment rate of return assumption is used by the actuary to calculate the funding requirements of the TRS.
When the actual investment performance exceeds the investment assumption rate, a higher “tunding ratio”
will resuit. ' : .

The “funding ratio” (i.e. the ratio of plan assets 1o actuarial liabilities) is & measure of the financial heaith of
retirement plans. A plan is said to be “fully funded” when its assets are equal 1o its actuarial liabilities. The .
differences in actuarial assumptions that underlie the calculations, however, make a precise measurement
difficult. . S

Forthe 1991 fiscal year, the funding ratio for TRS fell by 2% 1o 88%. The primary reason for this decrease
was the actuarial change to the TRS demographics. At 88% TRS would still be considered financially sound.
Fiscalyear 1992's positive investment petrformance wili help achieve a higher “funding ratio” for TRS. My goal
is to manage the Fund's investments so investment eamings continue ta make positive contributions towa rd
achieving a 100% “funding ratio.” - T

To achieve this goal within the investment standards expected of a prudent investor, | authorized the following
strategic managament activities to take place: '

O  Dorn & Helliesen, aninvestment advisory firm, was selected to help us with the development and
implementation of an asset allocation plan for the Fund. The asset allocation plan addresses
further portfolio asset diversification to include small-cap domestic equity stocks and international
fixed-income securities. ' '

O We continued to use the Investment Operations Advisory Commitiee for investment manage-
ment review and recommendations. : a

1 | assisted with drafting legisiation which created an eight member Alaska State Pension

Investment Board (Board). This legislation was enacted and signaed into law, becoming effective

~ July1,1992, The eight member board will assume the fiduciary responsibility of the Fund’s assets

by July 1, 1893. Formation of the Board is underway with the first meeting slated for January

1893. Four members (two members each) from the Teachers’ Retirement System and Public

Employees’ Retirement System will be elected. Three members will be appointed by the

Governor. One of these members will represent participating employers of the TRS. The
Commissioner of Revenue is statutorily named to the Board.
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The Board represenis a blending of plan sponsor and beneficiary interests. Al Board
members will be subject to the prudent invester standard. This standard requires alf
investments of the Fund be made with the care, skill and diligence of a prudent professional
with investment expertise.

O The following people were hired during the past year: Brian C. Andrews as Deputy
Commissioner, Treasury; Robert D. Storer as Chief Investment Otficer; and Mark W. Prussing
as Treasury Comptroller. Their experience and expemse have lent themselves well to the
investment management of the Fund. '

It is clear by the positive investment return for fiscal year 1992 that the above managemém activities will
contribute positively to a “fully funded” TRS status and will lower the contribution rate requirement fromthe
plan sponsors and participating employers in the years to come. _ '

As fiduciary 1o the Fund, | pledge to continue the managemert of the Fund's assets in the best interest
of the beneficiaries. '

| welcome any comments or questions you may have regarding the reper.

T sV

Darre! J. Rexwinkel
Commissioner of Revenue
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Creation and Purpose

The Teachers’ Retirement System Trust Fund (Fund) is established by Alaska Statute 14.25.010 The Fund
holds the assets of the Teachers’ Retirement System (TRS). These assets are comprised of investments
of various kinds, predommantly stocks and bonds. The Fund was created to pay retirement benefits 1o
employees participating in the retirement plan administered under the TRS. The retirementplanis a defined-
benefit plan in which benefit levels for each employee are determined by length of émployment and highest
average salary. The pian is a joint-contributory plan in which both the employee and the employer make
continuing contributions, calculated as a percentage of current salary. Employee contribution percentages
are fixad by statute. Employer contributions are determined annually by the TRS board based on evaluations
of the Fund by a consulting actuary. The plan is considered to bé perpelual bacause it applies fo future as
well as current employees and because the employers (State and municipal governmeiits or poiitical
subdivisions) are perpstual in naturs.

Participating employers are bound by the Alaska Constitution to pay the plan’s benefits. Although benefits
could be paid on a pay-as-you-go basis, the existence of a Fund serves two purposes. For the employer, it
distributes contributions over an employee’s years of service. For the employee, it provides a form of
assurance that employers will mest their obligations.

Fiscal 1992 Annual Financial Resuits
Market Environment

After the United States’ success in the Gulf War, fiscal year 1992 started out with sighs of a strong economic
recovery. However, as the year progressed, certain economic conditions continued to hinder the strength of
this upturn. Money supply continued to increase at a slow rate of 2% a year, the housing sector was only able
to post a modest recovery and the reluctance of financial institutions to extend credit continued 1o impede
economic growth.

The recovery had clearly stalled by December 1991. In a desperate move, the Federal Reserve Bank cut
the discount rate a full percentage point during that month in order to prevent the economy from sliding back
into a recession. Prompt actions by the Federal Reserve Bank improved market psychology. As a result,
consumer spending increased by a 4.9% annuai rate during the third quarter of fiscal year 1982. Inturn, Gross
Domestic Product grew at a 2.7% annual rate during the same guarter.

During the fourth quarter, however, economic signs again pointed toward a lackluster recovery. The strength
inconsumer spending that was seenin January and February faded as consumers turned cautious. Industrial
production only improvad slightly and employment reports continued to signify a bleak employment situation.
This prompted the Federal Reserve Bank 1o lower the discount rate from 5.5% to 3.5%.

An accommedating menetary policy such as this typically results in a vigorous economic recovery, along with
strong growth in money and credit. However, even with the economic throttle wids apen, the economy was
slow 1o accelerate. This may be due fo the significant increase in the assets outside the banking system and
structural problems such as the large Federal deficit.
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- both the realized income of

The weak economy and an accommodating Federal Reserve Bank enabled marketable debt investments
to provide returns higher than those achieved by equities. In FY 1992, the Lehman Brothers Government/
Corporate Index posted a 14.20% return. A low interest rate environment, coupled with an anficipated strong
economic recovery, resulted in a lower, but stilt strong, performance from the equity market. The Standard
& Peoor's 500 index posted a 13.4% refturn for the fiscal year.

Total Fund Returns

The Fund earned $158.1 million in realized netincome in FY 1992 versus $127.8 millionin FY 1991. Realized
net income is cash actually received by the Fund, such as dividends paid on stocks, interest paid on bonds,
fees and other income earned on equity real estate and realized capital gains. Realized capital gains were
$56.3 million in FY 1992 and. $1 7.5 million in FY 1991. '

Total return measures real-
ized net income plus the net

changeinunrealizedgains and Teachers' Retirement Trust Fund -

losses. On a total return | " Rates of Return

basis, the Fund eamed $208.8 | 20 :

million in FY 1892 as com- 5.1

pared to $124.1 million in FY 15 34 142 - - 136

1891, This amount includes

$158.1. million and a $50.7
miflion net increase in unreal
ized gains.

The rate of return for the Fund
for FY 1992 was 11.2%. Of

the Fund's major asset WRealized Eindex

GI&SS?§, markegable debt -13 Domestic International Marketabla -Real Estare Maortgage
securities contributed the Equitles Equities Dbt Equities Leans
highest economic rate of Indices: S&F 500, EAFE, Lehmar Gov't Corp, NCREIF, Lehman GNMA -

Saurce - SEl Corp. Performznee Measurement Consultants

return, followed by domestic
equities and then international
equities. Morigage loans and real estate equmes had negative returns for the fiscal year. The five year rate
of return (annualized, time-weighted, rolling average) as of June 30, 1292 was 8.8%. Thisis nearthe actuarial
assumption of a iong-term rate of return of 9.0% for future periods.

Asset Allocation
Marketable Debt Securities

Marketable debt securities, consisting of high quality investment grade securities, accounted for47.5% ofthe
total Fund assets at fiscal year-end. This allocation was comprised of 48% Federal Government and Agency
securities and 52% high grade corporate bonds. Over 88% of the Fund's debt securities have an “A” rating
or better. The weighted average life of the debt portfolio at fiscal year-end was just under 10 years. Investment
management emphasized the 6 - 10 year maturity range because securities in this range tended to provide
higher rates of return while protecting against the price voiatility typical of longer maturities. Atthe end of FY
1982, the Fund had 44% of its debt securities in this maturity sector.
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During the fiscal year, the yield of the 30 year U.S. Treasury bond declined from 8.41%10 7.78%. Ina period
of declining interest rates, a strategy of investing in longer maturities has a positive effect on investment
results For this reason, mvestment management structured a portfolic of debt securities with an average

Teachers' Retirement Trust Fund

Asset Allocation

Equities 40.0% ' Eqwties 40.0%

RE Equity 4.0% RE Equity 5.0%

Mortgages - 3.0% _ :
' y Cash 1.0%

J in) Equity 5.0% Int't Equity 6.0%

Bonds 47.0% o o Bonds 44.0% -
June 1992 - June l99l_

maturrty which is moderately longer than many corporate or state portfolios. The portiolio earned atotal retum
of15.1%in FY 1992 which is .80% above the benchmark index return of 14.2%.

Interest earned on debt securltles in flscal year 1992 totaled $74 million. The fiscal year ended with reahzed
gains of $15 million and unrealized gains of $35 miliion. lnves!ment management was a net buyer of $95
miltion of debt securities during the fiscal year.

Domestic Equities

The calendar year closed seeing

the Dow Jones Industrial Aver- o . ' '
age (3.168) and the S & P 500 Teachers' Ratirement Trust Fund

Index {417) rallying to all time o, Asset Allocation
highs from the six month low on 1,000 _ -

December 10, 1991 (2,863). This
305 point rally over a three month
period illustrates the need to be
fully invested at alitimes. Uncer-
tainty about the economic envi-
ronment durmg the last six months
of the fiscal year produced mixed
results for the domestic equity
market. For the fiscal year, the
Dow Jones Indusiniat Average had
apositive return of 17.7% and the
_ broader based S & P 500 Index
~retumed 13.4%.

T Markcrble -
Dabr Equities  Equities Leoans Equities
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The structure of the Fund's domestic equities changed in December with the dismissal of United Capital
Management as an equity manager. The funds were transferred to Invesco Capital Management. The
indexed portion of the domestic equities was also restructured from an S & P 100 emphasisto anS & P 500
weighting. During FY 1292, the domestic equity partion of the Fund increased by $30.4 millionto $735.7. This

~asset class represented 39% of the total Fund and provided a return of 12% for the fiscal year compared to
the S & P 500 index return of 13.4%.. Investment management believes thai the changes outlined above, .
along with anticipated changes in FY 1993, will improve the Fund's domestic equity performance.

International Equities

Despite the 21% drop in the Japanesse stock market during the fiscal year, the Fund’s international equity
allocation had a rate of return of 7.1%. The overall EAFE index ended the fiscal year with a returmn of - 7%.
The Fund's favarable performance was due to the managers’ under-weighting of the Japanese market.

Forthe fiscal year, international equities increased $6.8 million to totat $116.7 million, representing 5.8%
of the 1otal portiolio.

Real Estate Equities

The real estate squity allocation is a holding of commingled funds consisting of diversified properties. The
market value of real estate equities decreased during the fiscal year by $10.3 million to total $70.5 million,
providing a return of -13.0% compared o the NCREIF index return of -7.2%. The real estate equity allocation
comprised 3.6% of the Fund as of fiscal year-end.

These institutional-grade funds are managéd by seven professional real sstate investment firms. TRS
mvested in these funds principally in 1980 and 1984. No new investments have been made since 1987.

The real estate industry is in one of the most difficult periods in decades. tn general, real estate markets are
suffering from over-huilding in vitually all market sectors. The good news is that new construction across
the country is virtually at a standstitl.

-As the economy improves and excess capacily is absorbed, this investment class of assets should improve
in overall performance. Investment management believes the real estate equity allocation is positioned to
realize future returns more quickly thanthe benchmark NCREIF index because ofthe Fund’s bias toward retail
and muttifamily sectors. '

Teachers' Retirement Trust Fund .

Real Estate Equities

June 30, 1992
Retall 35.0% Mid-Arlantic  16.0%
Mew England 3.0% South 21.0%
Cffice 24.0% Pacif, NWY 14.0% S
Industrial 8.0%
Ind' Mid-WV 1.0
R&D 3.0% ’

HateifMotsl 2.0%

Pagif. SWW 18.0% Cent Plains 3.0%

Residenral 30.0% Energy 5ts 14.0%
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Real Estate Mortgages

The Fund continued its investment policy of not making direct residential and commercial real estate loans,
due to the low liquidity, high risk, and administrative expense of this type of investment. The market value
of real estate loans totaled $66.0 million at year-end representing 2.9% of the total Fund. This allocation
returned -11.0% for the year ending June 30, 1992. A major reason for this performance was management’s -
decision to increase the allowance for loan loss ta reflect an estimated market value. This presentation ot
a net realizable market value is consistent with the presentation of other asset allocations of the Fund.

Conclusion

The assets of the Fund came into being and have grown because employers and employees have paid more
into the Fund in the form of contributions and earnings on those contributions than has been paid out in
benefits. Investment returns have significantly increased the Fund's assets. Contributions from participants
approximately match benefits by design in order to provide reasonable assurance that sufficient assets will
be available o make benefit payments when they are needed. '

The Fund continugs to be a well diversified, prudently managed portfolio to insure the growth and stability of
the Fund for current and future paricipanis.

Teachers' Retirement Trust Fund

Annual Market Value Growth

$ Billions

2.02

FY 88 - FYes FY 90 : FY 91 FY 92
E@Beg. Mkt Value EENet Contributions E3Investment Income
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State of Alaska
Department of Revenue
Treasury Division

We have audited the accompanying balance shests of the Teachers' Retirement Trust Fund

{(Fund) as of June 30, 1992 and 1891, and the related statements of investment income and

changes in fund balance restricted for beneficiaries, and cash flows for the years then ended.

These financial statements are the responsibitity of the Fund’s management. Our responsibility
- is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whetherthe financial statements are free of material misstaiement. An auditincludes examining,
on atest basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

As described in note 1, the financiai statements of the Teachers Retirement Trust Fund reprasant
only the investmant portiolio of the State of Alaska Teachers’ Retirement System.

In our opinion, the financial statements referred to above present fairly, in all material raspects,
the financial position of the Teachers’ Retirement Trust Fund as of June 30, 1992 and 1991, and
the results of its investment operations and changes in fund balance, and its cash flows for the
years then ended in conformity with generally accepted accounting principles. '

September 4, 1992

KPMG Peat Marwick - AFHE Q“'}L M

Centified Public Accountants
801 West Fifth Avenue, Suite 700
Anchorage, Alaska 99501-2258

Member Firm of Klynveld Peat Marwick Goerdeler
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ASSETS

Investments, at market
Marketable securities:
U.S. Gavernment debt
Federal agency debt
Corporate bonds
Domestic equity pool
Internatiohat equity pool

Total marketable secufities -

Mortgage loans _
Allowance for iban losses
' ~ Net mortgages

Roal estate equities - -
Total invéstments
Receivabies:
Interest
Due from (to) general investment fund
" Total receivables
Cash and cash equivalents
Total assets

FUND BALANGE

Fund batance restricted for beneficiaries

See dpcomparnying notés to ﬁh_ancia? staternents

Jurie 30, 1992 ahd 1991
(000’s omitted)
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$ 424620

22,846
493,450

795659

1,853,255

) ?3:-52.5
(12,598)

65,927

19,168
o {1.022)

13_'\,1&5 '

. 12.49¢

$2,020,304

1991

' 420,808

372,433
15,287
1,618,565

82,941
{4,574)
- 78,367

J77.7

17,507
1329
' 18,636




Years Ended June 30, 1992 and 1891
{000’s omitted)

. Investment income:
Income:
Interest:
Marketable securities
Mortgage loans
Total interest

Dividends: .
Domestic equity peol -
Internationai equity pool
Real estate equities
Total dividends
Total income

{Increase) reduction of allowance for [oan IoSses
Net income

Net realized and unreaiized gains on investments:
Realized:
" Marketable debt securities
Domestic equity pool
International equity pool
Net realized gains

Ghange in unreatized market appreciation
Net realized and unrealized gains
Total investment income

Beginning fund balance restricted for beneficiaries
Met withdrawals

Ending fund balance restricted for beneficiaries

$ 74,302
—80.606

20,243
4,460

— 3778
29,181
109,787

{8024

—101.763

14,517 .

41,265
563

— 26,345

—..50.666
107.011
208,774

1,813,506
_..12.066)

$2,020,304

See accompanying notes to financial statermnents.
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$1,813,596

$ 72,071
7.252
79.323

22,098
3,717
— 4412

—30.227
109,550

;

110,146

5,429
10,955

1115

— 17499

—{3.577)
_13.902

124,068

1,700,702
{11,174}




Years Ended June 30, 1992 and 1891
(000’s omitted)

Investment operations:
Total investment income
Adjustments to reconciie investment income to
nét cash provided by investment operations:
Net realized gain
Change in unrealized market appreciation
Ampoftization
Increase in interest receivabie
Increase {reduction) of allowance for loan losses
Net cash provided by investment operations

Investing activities:
Purchase of marketable securities
Sales and maturities of marketable securities
Acquisition of mortgage loans and real estate equities
Net increass in book value of domestic equity pool

Net increase in-book value of international equity pool

Morgage loan principal payments and proceeds
from real estate equities
Net cash used in investing activities

Financing activifies - net contributions (withdrawals)
from benefit system

Met decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

‘Cash and cash equivalents at end of year

1992
$208774

(56,345)
{50,666)
418
(1,661)
—2.024
_108.544

(410,931)
314,954
(11,885)
(18.444)

(3,475)

16450
11 1

— 8
{(4,702)

$ 12,498

See accompanying notes to financial statements.
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1991
$ 24,068

{17,499)
3,577

175

(583)

_ {596}
—109.142

{355,285}
367,273
{10,373)

(140,946)

— 15,135

(124.198)

(11.472)

(26,526)

43,726

$ 17,200




(1)

(2

June 30, 1992 and 1992
(000’s omitted)

The Accounting Entity

The Teachers Retirement Trust Fund {Fund) is the investment portfolio of the State of Alaska Teachers’
Retirement System (TRS). TRS is a multiple-employer cost-sharing, defined benefit, joint contributory
system established for the payment of retirement, disability and death bensfits to or on behalf of
qualified teachers employed by the state, municipalities, school districts, or other political subdivisions
within the state. These financial statements are those of the Fund and not TRS taken as awhole. The
Commissioner of Revenue is the fiduciary and has the statutory authority to invest the moneys of the
Fund.

Alaska Statutes 14.25.180 and 37.10.071 provide that invesiments shall be made with the judgment
and care under circumstances then prevailing that an institutional investor of ordinary professional
prudence, discretion and intelligence exercises in managing large trust portfolios. The Department of
Revenue has contracted the management of ceriain investment securities to selected external
managers. Specifically, the domestic equity pool, international equity poo! and real estate equities are
managed by external management companies. '

Summary of Significant Accounting Policies
Invesiment_Presentaiion

The market value of marketable securities is determined at the end of each month by the custodial
agent. The agent’s determination of market values invelves, among other things, using pricing services
or prices quoted by independent brokers. The market value of the morigage loans is determined by
adjusting purchased yields to the current secondary meortgage market conditions established by the
Mortgage Guarantee Insurance Corporation. A morigage foan loss provision has been provided as
described below. The market values of real estate equities are valued by the various compantes
managing those funds.

Security transactions and any resulting gains or losses are accounted for on atrade date (ownership)

basis. In determining gains and losses, the cost of securities sold is determined on the specific
identification basis. interest income, including amortization of premium and discount and dividend
income on domestic equity securities, is accrued monthly. - Dividend incomea on international equity
securities is recognized upon notification from the custodian.

‘Net Contributions

Net contributions represent contributions from employers and employees, net of benefits paidto TRS
participants. Net contributions are recorded on a cash basis according o when contributions are’
received, and bensfits are paid by the State of Alaska, Department of Administration, Division of
Retirement and Benefits. '
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Notes to Financial Statements {continued)

Administrative and Other Expenses

All expenses, including investment management costs, are charged to appropriations of Fund assets
and are therefore not deducted from investmeant income of the Fund.

 Statement of Cash Flows

Fot purposes of the statement of cash flows, all haghiy liguid debt mstruments with original matu rities
of three months or less are considered to be cash equivalents. The cash flow statement is presented
fo reflect the activity resulhng ina change in cash and cash equivalents. Total investmerit income is
adjusted for realized gains or losses because gross proceeds are shown under sales and maturities of
marketable securities. :

Allowance for Loan Losses

Historically, management of the F und has provided an éstimated allowahce for loan losses to provide

for potential credit losses in its loan portolio. Factors considersd by maragenient in developmg the
_ allowance forloan logses include definquency fevels, historical charge offs andthe aging of the| portiolio.

During 1992, management elected to offer the loan portfotioTor sale, and has recorded as an allowance
an amount considered sufficient to reflect the portfolio’s net realizable vaiue.

Domestic Equity Pool

The Fund, along with several other State of Alaska funds, has an investment in a dofmestic equity pool.
The majority of the domestic equity pool is comprised of gommon stock with availabie cash balarices
invested in shori-term debt instruments. All accrued income and realized gains and lossss are aliocated
monthly to each patticipating fund on a pro rata ownership basis. Inceme which is received by the
domestic equity pool is distributed monthiy in cash to each participating fund, first to acérued income
allocated to any withdrawal by a participating fund, and second, in proportion to each fund’s ownership
of remaining accrued income. AtJuna 30, 1992 and 1991, the Fund's investmentinthe domestic equity
pool is comprised of the following: :

1992 . 1991
June 30 pool ownership percentage 378% 37.1%
Domestic equities, at market $ 738,692 $ 672,784
Interest and dividends raceivable 1,863 . 2,061
Cash and cash equivalents | 05,104 40,442

Total $ 795,659 $ 715,287
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Notes to Financial Statements (continued)
(4) Cash and Cash Equivalents

Cash and cash equivalents are comprised of the following at June 30, 1992 and 1991:

1992 1991
interesi-bearing deposits $ 8,565 $ 88
Unsettled investment fransactions - 3,928 12
Repurchase agreement _ -1 16.200

Total cash and cash equivalents $12,498 $17,200

(5) International Equity Pool

The Fund, along with the Public Employees Retirement Trust Fund, formed an internaticnal equity pool
during 1992. The majority of the international equity pool is comprised of common stock with available
cash balances invested in short-term debt instruments. All accrued income, realized gains and losses
and income received are allocated monthly to the two participating junds on a pro rata ownership basis.
At June-30, 1992 and 1991, the Fund’s investment in the international squity pool is comprised of the

following:

| 1992 1991
June 30 pool ownership percentage 38.3% 0%
International equities, at market $ 106,846 $102,830
Cash and cash equivalents §.834 ,,.m?_tlﬂ

$116,680 $109.947

{6) Real Estate Mortgages

Real estate mortgages are comprised of the following at June 38, 1892 and 1891:

1992 1891
Qutstanding Principal:
Real estate loans current or less than €0 days
past due $ 54,205 $ 55,849
Real estate loans past due 90 days 8,283 11,612
Real estate acquired by foreclosure —8.303 11,375
Total Cutstanding Principal ' 70,881 78,836
Unrealized Appreciation 7.644 ~..4.105
Total Market Value 78,525 82,841
Allowance For Real Estate Loan Losses £12.598) 4,574

Net Mortgages % 65,927 $ 78,367

129




Notes to Financial Statements (continued)

(7) Safekeeping Risk
The Teachers Retirement Trust Fund’s deposits and investments are categorized below pursuant io
Governmental Accounting Standards Board (GASB) Statement Number 3 and GASB Technical
Bulletin Number 87-1 to give an indication of the level of safekeeping risk assumed by the Fund at
statemani date,

Deposits: 1. Insured or collateralized with securities held by the Stats or by its custedian in
- the State’s name. ' ‘

2. Collateralized with securities held by the pledging financial institution's trust
department or custodian in the State’s nams.

3. Uncollateralized.

Investments: 1. Insured or registered for which the securities are held by the State or its
custodian in the State’s name.- ' '

2. Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust department or agemnt in the State’s name.

3. Uninsured and unregistered investments for which the securities are held by the
broker's or dealer’s trust department or agent not in the State’s name.,

At June 30, 1992 and 1991, all of the Fund’s deposits and investments were considered to be
Category 1 with respect 1o safekesping risk.
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STATISTICAL SECTION







Employer

Adak Region School District

Alaska Department of Education

Alaska Gateway School District

Alaska, University of

Alaska Geophysical Instifute, University of
Alaska State Legislature '
Aleutian Region School District

Aleutians East Borough Schoot District
Anchorage School District

Annette Island School District

Association of Alaska School Boards

Bering Strait School District
Bristol Bay Borough School District

Chatham School District
Chugach School District
Copper River School District
Cordova Public Schools
Craig City School District

Delta-Gresly School District
Denali Borough School District
Dillingham City School District

Fairbanks North Star Borough School District
Galena City School District

Haines Borough School District
Hoonah City School District
Hydaburg School District

Iditarod Area School District
Juneau Schoo! District, City and Borough of

Kake City School District

Kashunamuit School District

Kenai Peninsula Borough School District
Ketchikan Gateway Borough Schooi District
Klawock City School District

Kodiak Island Borough School D:stnct
Kuspuk School District
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 Employer {continued)

Lake and Peninsula School District
Lower Kuskokwim School District
Lower Yukon Schoal District

Matanuska-Susitna Borough Schoot District

National Education Association - Alaska
Nenana Public Schools '
Nome Public Schoo!
North Slope Borough School District
- Northwest Arctic Borough Schiool District

Pelican School District
Petersburg Public Schools
Pribilof School District

Saint Mary's School District

Sitka School District

Skagway City School District
Southeast Island School District
Southeast Regional Resource Center
Southwest Region Schools

Special Education Service Agency

Tanaﬁa Cify School District
Unalaska School District
Valdez City Schools
Wrangell School District
Yakutat City School District
Yukon Flats School District

Yukon-Koyukuk School District
Yupiit School District
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-YEAR COMPARISON OF ACTIVES VS. RETIREES
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10-YEAR COMPARISON OF VALUATION ASSETS VS. ACCRUED LIABILITIES
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Millions

10-YEAR BREAKDOWN OF REVENUE BY SOURCE
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